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OF  THE  PRESIDENT 
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ECONOMIC  REPORT  OF  THE  PRESIDENT 


To  the  Congress  of  the  United  States: 

As  predicted,  1972  was  a  very  good  year  for  the  American  economy. 

From  the  end  of  1971  to  the  end  of  1972,  total  output  rose  by  about 
7  J4  percent.  This  is  one  of  the  largest  1-year  increases  in  the  past  25  years. 
This  growth  took  place  in  a  largely  peacetime  economy;  it  was  not 
achieved  by  a  war-fed,  infladonary  boom.  In  fact,  real  defense  spend¬ 
ing  declined  5  percent  during  the  year.  More  important  is  the  fact  that  the 
big  increase  of  produedon  in  the  year  just  ended  was  accompanied  by  a 
reduced  rate  of  inflation.  Consumer  prices  increased  a  litde  more  than 
3  percent  from  1971  to  1972 — a  far  cry  frwn  the  runaway  infladon 
rate  of  6  percent  that  ccxifronted  us  in  1969. 

A  year  ago,  looking  ahead  to  1972,  I  said  that  the  great  problem  was 
to  get  the  unemployment  rate  down  from  the  6-percent  level  where  it 
was  in  1971.  During  1972  the  rate  was  reduced  to  a  litde  over  5  percent. 
We  should  get  this  down  further,  and  expect  to  do  so,  but  what  was 
accomplished  was  gradfying.  It  is  especially  significant  that  the  total  num¬ 
ber  of  people  at  work  rose  by  2.3  million  from  1971  to  1972,  the  largest 
1-year  increase  in  25  years. 

Everything  was  not  ideal  in  1972 — in  the  economy  any  more  than  in 
other  aspects  of  our  national  life.  Rising  food  prices  were  a  major  cmi- 
cero.  The  U.S.  balance  of  trade  with  other  countries  did  not  improve  as 
we  had  hoped.  But  all-in-all  it  was  a  very  good  year. 

The  economic  performance  of  1972  owed  much  to  sound  and  force¬ 
ful  Government  policy.  The  history  of  this  policy  goes  back  before  1972, 
and  back  before  the  dramatic  moves  taken  on  August  15,  1971.  It  goes 
back  to  the  decision  made  in  1969  to  bring  to  an  end  the  dangerous 
inflation  that  had  started  in  the  mid-sixties.  The  decision  was  carried  out 
by  slowing  down  the  rise  of  Federal  spending  and  continuing  the  tempo¬ 
rary  tax  increase  that  had  been  enacted  in  1968  and  by  tightening 
monetary  conditions.  As  a  result,  much  of  the  cause  of  the  inflation  was 
removed  and  the  rise  in  the  cost  of  living  was  moderated.  Without  these 
steps,  the  subsequent  success  of  price  and  wage  controls  would  have  been 
impossible. 
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Curbing  inflation  and  cutting  back  on  defense  production  necessarily 
involved  a  downturn  in  the  economy  and  a  rise  of  unemployment.  To 
keep  this  from  going  too  far,  fiscal  and  monetary  policy  shifted  in  an 
expansive  direction  in  1970.  And  to  speed  up  both  the  decline  of  infla¬ 
tion  and  the  recovery  of  the  econcxny,  I  announced  the  New  Economic 
Policy  on  August  15,  1971.  Temporary  contrds  were  imposed  on  prices, 
rents,  and  wages.  Taxes  were  reduced.  A  little  later  we  moved  to  stimulate 
the  economy  further  by  boosting  Government  expenditures  in  the  first  half 
of  1972,  mainly  by  bringing  forward  expenditures  that  would  have  been 
made  later. 

The  policies  that  began  in  1969  contributed  to  the  economic  progress 
so  visible  in  1972.  But  Government  policies  alone  did  not  do  the  job. 
Credit  goes  largely  to  a  strong  private  economy  and  to  the  private  citizens 
who  cooperated  in  raising  productivity,  maintaining  industrial  peace,  and 
conforming  to  the  standards  o(  the  control  system.  The  Government 
helped  to  create  conditions  in  which  private  people  could  adapt  to  a 
growing  cconcxny  that  was  far  less  defense-oriented  and  much  less  infla¬ 
tionary.  But  it  was  the  individual  American  who  made  the  adaptations. 

The  immediate  economic  goals  for  the  domestic  economy  in  1973 
are  clear.  Output  and  inccxnes  should  expand.  Both  the  unemployment 
rate  and  the  rate  o(  inflation  should  be  reduced  further,  and  realistic 
confidence  must  be  created  that  neither  need  rise  again. 

The  prospects  for  achieving  these  goab  in  1973  are  bright — ^if  we 
behave  with  reasonable  prudence  and  foresight.  By  all  rigns  a  vigorous 
economic  expansion  is  underway  and  will  continue  during  the  year. 
This  will  raise  output  and  emj^oyment  and  reduce  unemployment.  The 
proUem,  as  far  as  can  now  be  foreseen,  will  be  to  prevent  this  expansion 
from  beoxning  an  inflationary  boom. 

That  is  why  I  put  restraining  Federal  expenditures  at  the  top  of  the 
list  of  economic  policies  for  1973.  Nothing  is  easier  or  more  pleasant, 
at  least  for  a  bureaucracy,  than  to  spend  money.  But  beyond  some  point, 
which  our  budget  plans  already  reach,  everything  that  the  Government 
gives  out  with  one  hand  it  must  take  back  with  the  other,  in  higher 
taxes  or  more  inflation  or  both.  Spending  proposals  must  be  looked  at 
in  this  way,  by  asking  whether  they  are  worth  either  of  these  costs.  Much 
Government  spending  fails  this  test. 

I  am  proposing  a  budget  with  expenditures  of  $250  billion  in  the  cur¬ 
rent  fiscal  year — an  increase  $18  billion  from  last  year.  I  am  proposing 
a  $19  billion  increase  for  next  year,  to  $269  billion.  Althou^  those 
are  large  totals  and  large  increases,  they  reflect  a  sense  of  responsibility 
and  discipline.  I  urgently  seek  the  cooperation  of  the  country  and  the  Con¬ 
gress  in  staying  within  my  budget  pr(^x)sals. 
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Only  by  holding  the  line  on  Federal  spending  will  we  be  able  to  reduce 
the  inflation  rate  further  in  1373.  Productivity  should  still  be  rising 
strongly.  Inflationary  expectations  have  been  subdued.  Woricers  have 
been  experiencing  large  gains  in  their  real  incomes  and  so  the  pressure 
to  catch  up  will  be  less  than  it  was  earlier.  Anti-inflationary  forces  are 
at  work,  but  it  will  be  necessary  to  keep  our  healthy  expansion  from 
becoming  an  overheated  boom. 

The  system  of  wage  and  price  axitrob  in  effect  during  1972  helped 
bring  about  a  combination  of  less  inflation  and  more  production.  But  it 
is  not  the  best  system  for  1973.  After  intensive  consultation  with  all  parts 
of  the  American  society  we  have  concluded  that  contrds  should  be  sub¬ 
stantially  modified.  There  are  several  problem  areas — food,  construction, 
and  medical  care  costs — where  special  efforts  at  restraint  are  needed,  in 
some  cases  more  intense  than  last  year. 

In  the  economy  at  large  there  is  need  to  establish  more  firmly  a  pattern 
of  behavior  consistent  with  reasonable  price  stability.  At  the  same  time 
our  own  experience  and  the  experience  of  other  coimtries  demonstrate 
that  as  controls  continue,  unless  they  are  suitably  modified,  red  tape 
multiplies,  inequities  increase,  interferences  with  production  and  pro¬ 
ductivity  become  more  severe,  and  the  possibility  is  enhanced  that  prices 
will  explode  when  controls  are  lifted.  Therefore,  we  are  modifying  the 
control  system  in  several  ways. 

We  are  setting  forth  standards  of  reasonable  price  and  wage  behavior 
to  which  we  ask  business  and  labor  to  conform.  Private  economic  units 
will  be  able  to  determine  by  themselves  whether  price  or  wage  increases 
are  within  the  standards  or  not  They  will  not  require  advance  approval 
from  the  Government.  However,  the  Government  will  maintain  the  legal 
authority,  the  practical  capacity,  and  the  will  to  intervene  where  neces¬ 
sary  to  st(^  action  that  is  imreasonably  inconsistent  with  the  standards. 
I  am  asking  Congress  to  extend  the  Economic  Stabilization  Act  for  1  year, 
to  April  30,  1974,  to  continue  the  authority.  There  should  be  no  doubt 
about  the  fact  that  the  authority  will  be  used  where  needed. 

An  essential  part  of  our  anti-inflation  {H'ogram  must  be  an  increase  of 
food  supplies  to  restrain  increases  dl  food  prices  and  bring  about  reduc¬ 
tions  where  possible.  The  combination  of  natural  occurrences  holding 
down  food  production  in  the  United  States  and  abroad  with  rising 
consumers’  incomes  at  home  caused  a  sharp  increase  in  food  prices  last 
year.  These  same  forces  will  be  at  work  in  the  eariy  part  of  this  year.  But 
we  have  taken  steps  to  increase  food  supj^es.  Quotas  which  previously 
limited  the  import  of  meat  have  been  suspended.  Restrictions  on  the 
acreage  planted  to  major  field  crops  have  been  relaxed.  An  increased 
amount  of  dried  milk  is  being  allowed  into  the  country.  Subsidies  on 
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agricultural  exports  have  been  eliminated.  Grazing  o(  cattle  is  being  per¬ 
mitted  on  acreage  diverted  from  crop  production.  We  have  established 
new  machinery  in  the  Federal  Government  to  assure  that  high  pricMity 
is  given  to  heading  down  food  prices. 

Restraint  in  budget  policy,  the  new  system  cooperative  price  and 
wage  controls  and  special  efforts  to  increase  food  supf^es,  coupled  with 
the  productivity  and  vigor  of  the  private  economy,  should  make  1973 
another  year  in  which  inflation  and  unemployment  decline  and  output 
rises.  But  what  is  at  stake  in  the  policies  of  1973  is  more  than  economic 
performance  in  1973.  What  is  at  stake  is  whether  we  can  make  1973  the 
prelude  to  a  sustained  period  of  growth  and  stability  in  a  free  economy. 
Since  1968  the  Government  and  the  ectxiomy  have  been  largely  absorbed 
in  the  negative  task  of  correcting  the  destabilizing  consequences  of  the 
financing  of  the  Vietnam  war.  That  period  is  almost  over.  Now  we  can 
stop  putting  out  fires  and  turn  to  building  a  better  ectmomic  order. 

We  must  develop  more  reliable  and  resjxinsible  attitudes  and  methods 
for  dealing  with  the  Federal  budget,  so  that  it  is  not  perpetually  on  the 
margin  of  an  inflationary  explosion.  We  must  {mpare  for  the  end  of  wage 
and  price  contrds,  and  be  willing  to  show  the  same  courage  in  taking 
them  off  as  was  shown  in  imposing  them.  We  must  weed  out  the  restrictive 
effects  oi  the  large  number  (A  other  economic  contrds  exercised  by  the 
Federal  Government,  most  of  them  having  their  origins  decades  ago,  and 
many  of  them  interfering  with  productivity  and  production.  And  we  must 
strengthen  the  forces  of  competition  in  a  vigorous  free-enterprise  economy. 

Nowhere  is  the  need  to  make  1973  a  year  of  eccmomic  reform  more 
apparent  than  in  our  international  relations.  Our  actions  of  August  15, 
1971,  put  the  world  on  the  path  negotiation  for  improvement  of  the 
international  economy.  Last  year  we  made  prc^xisals  for  the  reform  of 
the  international  financial  system,  and  these  proposals  are  now  the  sub¬ 
ject  of  discussion  by  high-level  officials  of  the  member  countries  of  the 
International  Monetary  Fund.  This  year  we  expect  to  enter  negotiations 
on  the  subject  ol  trade. 

We  want  the  American  people  to  be  able  to  buy  those  fcMvign  goods 
and  services  that  are  better,  cheaper,  or  more  interesting  than  our  own. 
That  raises  the  American  standard  of  living.  We  want  our  p>eo{de 
to  be  able  to  invest  abroad  when  that  is  the  most  profitable  thing  to  do. 
But  we  also  want  the  American  people  to  be  able  to  pay  for  these  pur¬ 
chases  and  investments  in  the  way  that  is  best  for  us.  That  means,  first, 
that  we  must  be  able  to  pay  by  selling  abroad  the  things  that  we  pro¬ 
duce  best,  and  selling  them  on  the  best  terms  that  we  can  freely  obtain. 
Second,  it  means  that  we  must  be  able  to  pay  in  a  way  that  is  sustainaUe 
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so  that  wc  are  not  confronted  with  the  need  for  sudden  and  possibly 
painful  adjustments. 

Existing  arrangements  are  not  favorable  to  us  in  either  respect.  We 
have  been  buying  from  abroad  in  rapidly  increasing  amounts,  and  that 
has  helped  the  American  people.  But  our  exports,  with  which  wc  seek 
to  pay  for  these  imports,  have  been  subject  to  high  barriers,  particularly 
in  the  case  of  our  agricultural  products.  We  have  not  been  able  to  sell 
enough  to  pay  for  our  overseas  expenditures,  and  so  we  have  had  to  pay 
by  incurring  more  and  more  short-term  debts  abroad.  This  is  not  a  situa¬ 
tion  that  can  go  on  indefinitely;  its  sudden  ending  could  be  disruptive. 
Therefore  we  want  to  bring  about  those  reforms  that  will  permit  us  to 
earn  our  way. 

Our  proposals  have  been,  and  will  be,  put  forth  in  the  U.S.  national 
interest.  But  this  is  not  contrary  to  the  interest  of  other  countries.  Inter¬ 
national  competition  is  shifting  from  the  military  and  political  arenas 
to  the  economic.  This  is  a  great  advantage,  because  in  economic  competi¬ 
tion  every  participant  can  win — there  need  be  no  losers.  The  effort  of 
each  nation  to  produce  and  sell  what  it  can  do  most  efficiently  wUl  benefit 
others.  This  is  the  fundamental  belief  underlying  our  proposals  for  reform 
and  the  fundamental  reason  for  thinking  that  a  satisfactory  agreement 
will  be  reached. 

«  «  «  «  « 

The  general  prediction  is  that  1973  will  be  another  very  good  year  for 
the  American  economy.  I  believe  that  it  can  be  a  great  year.  It  can  be  a 
year  in  which  we  reduce  unemployment  and  inflation  further  and  enter 
into  a  sustained  period  of  strong  growth,  full  employment,  and  price 
stability.  But  1973  will  be  a  great  year  only  if  we  manage  our  fiscal 
affairs  prudently  and  do  not  exceed  the  increases  in  Federal  expenditures 
that  I  have  proposed.  This  is  the  practical  lesson  of  the  experience  from 
1965  to  1968,  when  loose  fiscal  policy  turned  a  healthy  expansion  into 
a  feverish  boom  followed  by  a  recession.  I  am  determined  to  live  by  this 
lesson.  And  I  urgendy  appeal  to  the  Congress  to  join  me  in  doing  so. 


January  31, 1973. 
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LETTER  OF  TRANSMITTAL 

Council  of  Economic  Advisers, 
Washington,  D.C.,  January  25,  1973. 

The  President: 

Sir:  The  Council  of  Economic  Advisers  herewith  submits  its  Annual 
Report,  January  1973,  in  accordance  with  Section  4(c)  (2)  of  the  Employ¬ 
ment  Act  of  1946. 

Respectfully, 


Herbert  Stein, 

Chairman. 


Marina  v.N.  Whitman. 
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CHAPTER  1 

The  1972  Record 

1  Q  ^  O  WITNESSED  the  first  full-year  results  of  the  innovative  set  of 
i.  ^  economic  programs  initiated  in  August  1971  to  speed  the  re¬ 

covery  of  the  economy,  to  reduce  the  rate  of  inflation,  and  to  reverse  the 
deteriorating  trend  in  the  Nation’s  external  position.  There  was  a  rapid  ac¬ 
celeration  in  the  rate  of  growth  in  real  output  and  a  slowdown  in  the  rate  of 
inflation  (Chart  1).  Civilian  employment  rose  sharply  and  the  number  of 
persons  unemployed  decKned.  Both  real  wages  and  corporate  profits  in¬ 
creased.  Some  progress  was  made  on  the  international  frcmt,  but  it  was 
greatly  overshadowed  by  develc^Mnents  in  the  domestic  ectnitmiy. 

Last  year’s  economic  performance  brought  with  it  significant  changes  in 
public  attitudes  about  inflation  and  in  expectations  about  the  course  of  the 
economy.  Although  hopes  were  high  in  early  1972  that  the  shift  in  policy 
would  bring  favorable  results,  uncertainties  persisted  r^arding  both  the 
strength  of  the  economic  expansion  and  the  effectiveness  of  price  and  wage 
controls.  These  doubts  began  to  abate  gradually  as  evidence  grew  that 
rates  of  wage  and  price  inflation  were  indeed  declining  ccxnpared  to  the 
period  prior  to  August  1971.  Workers’  cooperaticm  in  the  wage  control  sys¬ 
tem  was  fostered  by  the  realization  that  real  wages  were  increasing.  Strike 
activity  fell  and  relative  to  total  time  worked  was  at  its  lowest  point  in 
almost  10  years.  Althoi^h  increases  in  food  prices  were  troublesome  during 
most  of  1972,  consumers  could  see  a  slower  rise  in  the  overall  cost  of  living. 
Finally,  althou^  sdling  prices  were  constrained,  so  were  costs,  and  business 
was  able  to  enjoy  some  rise  in  profit  margins  in  a  setting  of  rapidly  rising 
volume.  These  developments  were  all  parts  of  a  process  that  was  one  of  the 
major  objectives  <rf  the  price-wage  oxitrol  system — the  imwinding  of  infla¬ 
tionary  expectations. 

Nor  was  the  change  in  attitudes  confined  to  inflation  alone.  The  rise  in 
production  and  employment  that  became  particularly  evident  by  midyear 
created  a  growing  mood  of  confidence  among  businessmen  and  consumers, 
and  this  in  turn  helped  to  bolster  private  investment  and  perscmal  consump¬ 
tion  expenditures. 

The  fact  that  considerable  progress  was  made  during  1972  did  not  mean 
that  final  goals  had  been  reached.  The  unemployment  rate  in  December 
1972,  althou^  down  by  nearly  1  percentage  point  from  a  year  earlier,  was 
still  higher  than  desirable.  At  the  same  time,  the  rate  of  inflation  at  the  end 
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Chart  1 


Changes  in  GNP,  Real  GNP,  and  Price  Deflator 
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of  1972,  although  lower  than  it  had  been  before  the  controls,  was  still 
hi^er  than  the  ambitious  target  set  by  the  Administration.  The  balance  of 
payments  still  showed  a  considerable  deficit,  and  although  M^rk  on  inter¬ 
national  monetary  reform  was  underway  it  had  only  begim.  Nonetheless 
by  the  end  of  1972  there  was  a  strong  sense  of  optimism  about  the  progress 
that  had  been  achieved  and  the  ability  to  find  answers  to  some  of  the  prob¬ 
lems  that  remained. 

DEMAND  AND  OUTPUT 

Last  year’s  expansion  in  demand  and  its  division  between  real  output  and 
prices  exceeded  most  expectations  held  at  the  start  of  1972.  The  $102  billion 
increase  in  gpioss  national  product  (GNP)  from  1971  to  1972  was  close  to 
the  figure  projected  by  the  Council,  but  the  6.5-percent  rise  in  real  GNP 
was  higher  than  projected,  while  the  3.0-percent  rise  in  prices  was  a  little 
lower.  Real  growth  was  the  largest  and  the  price  rise  as  measured  by  the 
GNP  deflator  the  smallest  since  1966. 

All  major  sectors  of  demand,  except  for  net  exports,  contributed  to  the 
rise  in  overall  GNP  (Table  1).  The  very  large  increase  in  gross  private 
domestic  investment,  the  step-up  in  Federal  purchases  in  the  first  half  of  the 
year,  and  the  large  increase  in  consumer  spending  were  the  principal  stimulat¬ 
ing  forces  in  the  economy.  The  continued  buoyancy  of  housing  demand  and 
the  strength  of  consumption  in  the  face  of  overwithholding  of  personal  in¬ 
come  taxes  were  noteworthy  developments  in  1972. 

The  policy  measures  initiated  in  August  1971  changed  both  the  character 
and  the  p>ace  of  the  recovery  that  began  at  the  end  of  1970.  In  its  first  full 
year  it  was  weaker  than  in  comparable  periods  of  past  cyclical  upswings. 
Indeed,  that  was  one  of  the  main  reasons  for  the  shift  in  policy.  After  the 
pronounced  acceleration  that  occurred  diuing  1972  the  current  expansirxi 
compares  very  favorably  with  previous  upswings,  when  changes  are  taken 
from  the  preceding  peak  to  the  eighth  quarter  after  the  trough  (Chart  2) . 

BUSINESS  FIXED  INVESTMENT 

Business  fixed  investment  showed  considerable  strength  in  1972 — much 
more  than  the  Council  of  Economic  Advisers  and  most  forecasters  had 
anticipated  at  the  start  of  the  year.  The  comprehensive  measure  included  in 
the  national  income  accounts  (NIA) — nonresidential  fixed  investment — 
rose  14  percent.  The  real  increase  of  10  percent  was  confined  to  equipment, 
since  on  this  basis  nonresidential  construction  was  unchanged.  Investment 
was  bolstered  by  the  general  incentives  provided  by  the  liberalized  deprecia¬ 
tion  regulations,  the  job  development  credit,  and  the  excise  tax  cuts  (Hi 
motor  vehicles.  The  stixHig  upsurge  in  the  economy  in  1972,  the  rise  in  pirofits 
and  cash  flow,  and  the  ready  availability  of  funds  at  lower  interest  rates 
than  in  1971  also  benefited  investment.  However,  last  year’s  buoyant  econ- 
(Hny  and  favorable  financial  setting  had  their  main  impact  (Hi  decisions  and 
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Table  1. — Otmgu  m  gnss  mtiontl  ^ndttet  m  ointnt  mi  cmstmt  dollars,  1968  to  1978 
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commitments  to  invest.  Because  of  the  lag  between  the  investment  decision 
and  actual  investment,  a  large  portion  of  this  impact  will  manifest  itself  in 
rising  outlays  in  1973. 

At  the  start  of  the  year  the  main  reason  for  expecting  that  the  rise  in 
investment  in  1972  would  be  moderate  was  the  relatively  low  rate  of  capacity 
utilization,  especially  in  manufacturing.  In  this  sector,  investment  did  not 
increase  very  much.  After  a  6-percent  drop  in  the  preceding  year,  dollar 
outlays  were  up  only  4  percent  in  1972,  or  about  as  much  as  the  rise  in 
capital  goods  prices.  The  recent  behavior  of  manufacturing  investment  has 
been  more  or  less  typical  of  past  business  cycles.  In  the  early  1960’s,  for 
example,  manufacturing  investment  did  not  strengthen  to  any  significant 
degree  imtil  1964,  the  third  yesu*  of  the  recovery. 

Most  of  the  increase  in  investment  outlays  in  1972  was  cimcentrated  in 
the  nonmanufacturing  sector,  where  increases  by  electric  and  gas  utilities, 
conununications  firms,  and  the  airlines  were  especially  large.  In  many  of 
the  nonmanufacturing  industries  investment  tends  to  be  rather  indep>endent 
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Recovery  Comparisons  of  Real  GNP 
and  Civilian  Employment 
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of  the  short-run  cyclical  behavior  of  the  economy.  Also,  investment  by 
farmers  was  up  very  sharply  as  a  result  of  rising  farm  income,  and  busi¬ 
ness  purchases  of  items  affected  by  the  excise  tax  cut — such  as  trucks — rose 
substantially. 

Investment  plans  and  forward  commitments  were  much  stronger  than 
actual  investment  spending  during  1972.  This  showed  up  in  many  ways. 
In  November,  new  orders  received  by  producers  of  capital  goods  were  23 
percent  above  the  year-earlier  figure,  and  construction  ccmtracts  for  com¬ 
mercial  and  industrial  buildings  were  up  by  20  percent.  In  manufactiuing, 
the  19-percent  rise  in  new  apprc^riations  for  future  spending  and  the  23- 
percent  rise  in  the  total  value  of  new  investment  projects  started  in  the  first 
3  quarters  of  1972  were  far  greater  than  the  small  increase  in  actual  outlays 
from  1971  to  1972. 

HOUSING 

Almost  2.4  million  private  housing  imits  were  started  last  year,  a  rise  of 
approximately  one-sixth  over  the  1971  total.  Shipments  of  mobile  homes 
also  rose  considerably.  The  1972  housing  p>erformance  exceeded  the  Council’s 
projection  of  2.2  million  units,  which  itself  was  at  the  high  end  of  the  range  of 
housing  forecasts  for  1972.  Total  outlays  for  residential  construction  rose  by 
more  than  one-fourth  to  nearly  $54  billion. 

The  rise  in  starts  reflected  exceptionally  strong  demand  for  housing  and 
favorable  conditions  for  an  increase  in  mortgage  credit.  In  the  single-family 
housing  market,  sales  were  at  a  peak,  vacancy  rates  were  low,  and  pressures 
on  home  prices  were  strong.  The  demand  for  apartment  units  was  also  high, 
although  vacancy  rates  in  rental  units  edged  up  for  the  second  year  in  a  row. 

Last  year’s  rise  in  housing  starts  occurred  in  spite  of  a  decrease  in  starts 
under  federally  assisted  home  programs.  Some  318,000  private  housing  units 
were  started  in  1972  under  federally  subsidized  programs,  or  13J4  percent 
of  the  total.  This  compares  with  408,000  units,  or  20  percent,  of  total  starts  in 
1971  and  400,000  units,  or  28  percent,  of  total  starts  in  1970. 

Conditions  in  mortgage  markets  were  extremely  favorable  for  home  con- 
structicm  and  purchasing  in  1972,  but  the  primary  driving  force  was  a  strong 
underlying  demand  for  shelter.  Part  of  this  strength  was  a  legacy  of 
earlier  years.  The  level  of  new  housing  construction  was  relatively 
low  in  the  1960’s,  particularly  in  the  second  half  of  the  decade,  when  credit 
conditions  were  generally  unfavorable  for  housing.  Once  credit  conditions 
began  to  improve,  as  they  did  in  1970,  much  of  the  unsatisfied  backlog  of 
demand  reasserted  itself.  At  the  same  time  the  pace  of  new  household  for¬ 
mation  has  been  rising  rapidly.  New  household  formation  totaled  about 
1.9  million  in  1971  and  1.5  million  in  1970  as  compared  to  an  average  of 
1.1  million  in  the  preceding  5  years.  Despite  the  fact  that  starts  rose  to  new 
records  in  the  last  2  years,  housing  vacancies  are  still  low  in  relation  to  those 
of  the  past  15  years  (Table  2) . 
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Tabu  2. — Amnul  vaemey  raUs  f*r  rtnUd  and  hamtowtur  housing,  19S9-7t 
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CONSUMER  SPENDING 

Consumer  spending  increased  by  over  $56  billioa  in  1972.  The  nominal 
increase  of  8}4  percent  and  the  real  increase  of  6  percent  were  among  the 
largest  recorded  in  the  past  20  years.  The  general  improvement  in  the  econ¬ 
omy,  rising  employment  and  income,  and  the  slowdown  in  both  inflation 
and  inflationary  expectations  all  affected  the  consumer’s  ability  and  will¬ 
ingness  to  spend.  Consumers  made  extensive  use  of  credit  to  finance  their 
purchases,  particularly  of  durable  goods. 

The  boom  in  residential  housing  brought  with  it  the  largest  gains  in  spend¬ 
ing  on  furniture  and  appliances  since  1964.  The  lower  level  of  automobile 
prices  in  1972,  as  a  result  of  the  1971  excise  tax  cut,  was  partly  responsible 
for  dealers’  sales  of  10.9  million  new  cars.  Almost  all  of  the  7-percent  rise 
over  1971  was  accounted  for  by  domestic- typo  cars. 

Underlying  last  year’s  buoyant  consumer  demand  was  a  rise  in  personal 
income  of  8.6  percent,  well  above  average  for  the  preceding  decade.  In  1970 
and  1971,  when  the  economy  was  sluggish,  rising  transfer  payments  ac¬ 
counted  for  a  significant  share  of  the  income  increase.  In  contrast,  most  of 
the  1972  rise  in  income  reflected  larger  earned  income.  But  the  outstanding 
feature  of  consumer  behavior  in  1972  was  the  strength  in  consumer  spend¬ 
ing,  despite  the  overwithholding  of  personal  income  taxes  that  began  at  the 
start  of  the  year.  Because  of  overwithholding,  the  6.8  percent  rise  in  dis- 
p>osable  (after-tax)  income  was  roughly  1  percentage  peint  less  than  the  rise 
otherwise  associated  with  an  8)4 -percent  rise  in  personal  incomes.  Appar¬ 
ently  in  1972  consumers  largely  ignored  the  temporary  effects  of  overwith¬ 
holding.  In  any  case,  most  of  the  rise  in  the  propertion  of  personal  income 


going  to  higher  taxes  was  compensated  for  by  a  reduction  in  the  proportion 
of  income  devoted  to  saving.  As  Table  3  shows,  the  ratio  of  personal  outlays 
to  income  was  little  changed  from  1971.  The  table  also  shows  that  the  share 
of  income  devoted  to  personal  outlays  last  year  continued  relatively  low 
compared  to  the  1960’s. 


Tablx  3. — Ptrsotud  outlays,  taxes,  and  saving  as  percent  of  personal  income,  1960-72 
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THE  LABOR  MARKET 

Two  forces  dominated  the  labor  market  in  1972.  First,  there  was 
a  large  expansion  in  opportimities  for  civilian  employment.  According  to 
the  household  survey,  civilian  employment  increased  by  more  than  half  a 
million  jobs  in  each  quarter  of  the  year,  and  for  1972  as  a  whole  there 
were  2.3  million  more  people  at  work  than  in  1971.  This  was  the  largest 
year-to-year  percentage  change  since  1955.  At  the  same  time,  the  civilian 
labor  force  expanded  sharply,  and  not  until  the  middle  of  the  year  were 
the  large  employment  gains  accompanied  by  noticeable  reductions  in 
unemployment. 

THE  LABOR  FORCE 

The  year  1972  witnessed  a  large  influx  into  the  civilian  labor  force,  which 
expanded  by  2.1  million  relative  to  1971  (Table  4).  One  factor  con¬ 
tributing  to  this  increase  was  a  reduction  in  the  size  of  the  Armed  Forces, 
which  fell  by  about  400,000  and  enlarged  the  pool  cX.  persons  available  for 
civilian  work.  Returning  veterans  have  a  very  hig^  propensity  to  join  the 
civilian  labor  force — participation  rates  for  recent  veterans  averaged  more 
than  90  percent  over  the  piast  few  years — so  that  a  shift  in  the  size  of  the 
Armed  Forces  by  itself  will  change  the  overall  civilian  participation  rate. 
However,  in  1971,  when  the  size  of  the  Armed  Forces  also  fell  by  400,000, 
the  civilian  participation  rate  dipped.  The  difference  between  the  2  years 
lies  in  the  increased  labor  force  participation  of  other  groups,  notably 
women  and  teenagers. 
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Table  4. — Changts  in  At  working-ag*  poptdation,  Armtd  Forets,  and  labor  Jorct,  1962  to  1972 


Group 

Ckanta  (millions  of  parMnt,  1$  yaara  and  ovar) 

IPI 

1970 
to 

1971 

1971 

to 

1972  > 

Noninstitutional  population . . 

IB 

■B 

2.4 

Total  labor  forca . 

L7 

Armod  Foreaa . 

-.2 

-.4 

Civilian  labor  forto . 

2.0 

2.1 

Both  aaioa  16-19  yaara _ 

.3 

.2 

.5 

Man  20-24  yaara . 

.3 

.5 

.4 

Man  2S-54  yaara. . 

.3 

.2 

.6 

Man  $5  yaara  and  ovar . 

.1 

-.1 

-.1 

Woman  20-24  yaara . 

.3 

.2 

.2 

Woman  2S-54  yaara. . 

.1 

.3 

.6 

Woman  S5  yaara  and  ovar .. 

.1 

.1 

.1 

<0 

i  Data  for  1972  hava  baan  adjustad  for  comparability  adtb  data  for  1971. 

•  Oacraata  of  laat  than  SO  006. 

•  Ineiaaaa  of  fott  than  SO^OOb. 

Nota.— Oatail  may  not  add  to  totals  bacauaa  of  roundini. 

Sourca:  Dapartmant  of  Labor,  Buraau  of  Labor  Statiatiea. 

'  Chart  3  shows  trends  in  the  participation  rates  of  the  major  age  and  sex 

j  groups  in  the  civilian  labor  force.  For  a  number  of  groups,  participation 

j  rates,  which  had  leveled  off  or  declined  in  1971,  rose  in  1972  as  the  recovery 

strengthened.  The  tendency  for  women  in  the  20-24-year  age  bracket 
to  enter  the  labor  force  had  grown  steadily  throughout  the  1960’s  and  into 
1970  as  more  young  wives  chose  either  to  delay  the  start  of  a  family  in  favor 
I  of  working  or  to  continue  working  even  after  starting  a  family;  the  par- 

I  ticipation  rate  for  this  group  leveled  off  in  1971  but  resumed  its  longer-run 

1  growth  in  1972.  A  similar  pattern  was  evident  for  women  in  the  25-54-year 

age  bracket.  Participation  rates  of  teenagers,  which  had  risen  sharply  in 
the  last  half  of  the  1960’s  and  1970,  dipped  in  1971  but  rose  again  in  1972. 
j  The  participation  rates  fex*  young  men  in  the  20-24-year  age  group  have 

been  particularly  affected  by  changes  in  the  size  of  the  Armed  Forces. 
Civilian  labor  force  participation  for  this  group  had  been  declining  since 
the  mid-1960’s  as  more  and  more  young  men  were  absorbed  into  the  Armed 
Forces  and  others  continued  their  schooling  through  the  college  level.  The 
participation  rates  declined  through  1968  and,  after  remaining  about  level 
j  through  1971,  rose  in  1972. 

Finally,  f>articipation  rates  of  men  in  the  prime  woiking-2^  group  (25- 
I  54)  and  of  all  persons  55  or  older  fell  again  in  1972.  The  spread  of  private 
pension  plans,  the  liberalization  of  both  private  and  public  pension  plans, 
and  the  improvement  in  disability  benehts  are  important  reasons  for  the 
decreasing  trend  in  participation  rates  of  these  groups. 

EMPLOYMENT  GAINS  IN  1972 

From  the  fourth  quarter  of  1971  to  the  fourth  quarter  of  1972,  real 
output  rose  7.7  percent,  creating  exceptionally  strong  demands  for  labor. 

i 

f 
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Civilian  Labor  Force  Participation  Rates 


RATt  (KKCENT)!/ 


1/  CIVILIAN  LABOR  FORCE  AS  PERCENT  OF  CIVILIAN  NONINSTITUTION AL  POPULATION 
IN  GROUP  SPECIFIED. 

SOURCE:  DEPARTMENT  OF  LABOR. 


Employment  expanded  sharply  according  to  both  of  the  major  employ¬ 
ment  measures,  the  household  survey  and  the  payroll  survey.  According  to 
the  latter  survey,  2.7  million  more  persons  were  at  work  in  nonagricultural 
establishments  in  the  fourth  qiuurter  of  1972  than  in  the  corresponding 
quarter  a  year  earlier  (Table  5) . 

The  goods-pxtxlucing  sector,  whose  emp>loyment  declined  in  the  first 
year  of  the  recovery,  made  a  strong  advance  in  1972.  The  sharpest  turn¬ 
around  was  in  dvirable  goods  manufacturing,  \^ere  employment  expuuided 
in  each  of  the  past  5  quarters,  following  2  years  of  contraction.  These 
strong  gains  notwithstanding,  manufacturing  employment  in  the  fourth 
quarter  of  1972  was  still  4  pxrcent  below  hs  level  at  the  business  cycle  pieak 
in  die  fourth  quarter  of  1969,  largely  because  of  the  reduced  level  of  defense- 
related  manufacturing.  In  the  private  sector,  manufacturing  and  mining 
were  the  only  industry  divisions  for  which  employment  was  below  levels  pre¬ 
vailing  in  the  fourdi  quarter  of  1969. 

Employment  in  the  service-producing  industries,  which  had  continued 
to  rise  during  the  recession  and  in  1971  but  at  less  than  the  trend  rate  of 
increase,  moved  up  strongly  in  1972.  State  and  local  governments  added 
almost  500,000  employees  to  their  piayrolls.  Although  the  major  part  of  this 
gain  is  attributable  to  the  increased  demand  for  local  government  services, 
the  1972  rise  was  augmented  by  employment  financed  by  the  Federal  Public 
Employment  Program.  The  only  service  category  for  which  employment 
fell  over  the  4-quarter  pseriod  was  the  Federal  Government;  here,  the 
decline  that  beg^an  in  1%9  continued. 

Table  5. — Changt  in  tiu  nwnbfr  oj  tmpUytts  on  non/arm  payrolls,  J9€9  IV  to  1972 IV 
ISMMtMliy  adjuiM) 


Chtni*  (thOBUnds  of  ponom) 


Indoatry  group 

ltS9  IV 
to 

ISTO  IV 

1970  IV 
to 

1971  IV 

1971  IV 
to 

1972  IV 

1971  IV 
to 

1972  1 

1972  1 
to 

1972  II 

1972  II 
to 

1972  III 

1972  III 
to 

1972 IV  > 

Total . 

-77t 

903 

2,690 

004 

743 

420 

043 

Gooda  producing  Induatrioa... 

-1.S12 

-53 

005 

105 

260 

70 

350 

Minli« . 

0 

55 

MJ 

-11 

-1 

5 

Conatruction . 

-M 

HSU 

27 

23 

10 

2 

-14 

Manufacturing. . 

-1,S14 

Ha 

703 

100 

256 

09 

359 

DuraMo  gooda . 

Nondurablo  gooda... 

-l,2Sg 

-37 

033 

70 

193 

07 

203 

-2S6 

-00 

150 

30 

02 

70 

Sorvico  producing  indoatrioa.. 

141 

1,030 

1,033 

499 

403 

403 

Tranaportation  and  public 

utHitioa . 

-4 

-54 

133 

40 

27 

04 

Wboloaalo  and  rotaH  trs^a. 

103 

302 

001 

154 

177 

147 

Finance,  inauranco.  End 
real  eatato . 

94 

129 

131 

37 

30 

Sarvicoa . 

»Zj 

290 

502 

142 

119 

Federal  Govornmant . 

-09 

5 

-20 

-12 

-37 

10 

State  and  local  govern- 
moot. . 

419 

310 

493 

■ 

110 

119 

109 

*  ProllmiiMfy. 

Note.— CkanfM  oro  baood  on  quirtoity  ivoraitt. 

Dotail  nuy  net  odd  to  totals  bacauaa  of  roundint- 

Soerca;  Oopartniont  of  Labor,  Bureau  of  Labor  Statiatica. 
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The  underlying  strength  in  the  labor  market  is  confirmed  by  recent  trends 
in  the  labor  turnover  data.  In  manufacturing,  the  rate  of  new  hires  (the 
number  of  new  workers  hired  per  100  employees)  had  drifted  down  fnxn 

3.8  in  the  first  quarter  of  1%9  to  2.4  in  the  first  quarter  of  1971.  Since  that 
low  point  the  pace  of  new  hires  has  increased  steadily,  reaching  an  average 
of  3.7  in  October  and  November  of  1972.  The  quit  rate  in  manufacturing  has 
also  increased  recently,  indicating  that  many  workers  are  finding  better  job 
prospects.  Correspondingly,  layoffs  have  decreased  sharply — ^frcrni  an  aver¬ 
age  of  1.8  per  100  workers  in  1970  to  half  that  rate  in  October  and  Novem¬ 
ber,  the  lowest  rates  since  the  Korean  war.  A  further  indication  of  the 
expansion  of  employment  opportunities  is  the  recent  upturn  in  job  vacancies 
in  manufacturiirg.  The  number  of  unfilled  jobs  in  manufacturing,  while  still 
low  in  relation  to  1969,  has  increased  by  nearly  70  percent  since  the  end 
of  1971. 

The  increases  in  payroll  employment  were  acctnnpanied  by  gains  in  hours 
worked.  Average  weekly  hours  of  production  workers  in  manufacturing  rose 
from  40.1  in  the  fourth  quarter  of  1971  to  40.9  in  the  fourth  quarter  of  1972, 
the  hipest  level  since  late  1968.  For  the  entire  nonfarm  sector,  where  the 
average  workweek  has  followed  a  pronounced  downward  long-term  trend, 
average  weekly  hours  lengthened  slightly  in  1972. 

UNEMPLOYMENT 

Although  unemployment  responded  relatively  slowly  to  the  large  output 
and  employment  gains  of  1972,  there  were  unmistakable  signs  of  progress. 
In  the  fourth  quarter,  the  number  of  unemployed  adjusted  for  seasonality 
averaged  4.6  million  p>ersons,  down  from  the  5.0-milIion  average  of  1971 
and  the  first  half  of  1972.  The  overall  unemployment  rate,  which  had  hov¬ 
ered  around  6  percent  throughout  1971,  began  moving  down  in  1972  and 
by  December  had  reached  5.1  percent. 

Partly  because  of  the  upsurge  in  durable  goods  output,  the  improvement 
in  the  unemployment  picture  over  the  past  4  quarters  was  more  marked  for 
adult  males  than  for  adult  females  (Table  6).  The  unemployment  rate  for 
married  men  fell  to  2.6  percent  in  the  fourth  quarter  and  to  2.4  percent  by 
December.  Although  the  latter  was  above  the  very  low  rates  of  the  late 
1960’s,  it  was  less  than  in  any  other  p>eriod  since  early  1957.  The  unemploy¬ 
ment  rate  for  household  heads  also  declined  in  1972,  but  not  so  markedly  as 
the  rate  for  married  men.  Unemployment  among  teenagers  reached  an  all- 
time  high  in  the  first  quarter  of  1972  but  has  since  receded  somewhat. 

The  unemployment  rate  for  nonwhite  workers  declined  over  1972,  but 
not  so  rapidly  as  did  the  rate  for  whites.  However,  the  changes  in  the  overall 
rates  by  race  obscure  widely  divergent  changes  in  unemployment  for  the 
different  age  and  sex  groups.  There  were  sizable  employment  gains  for 
nonwhite  adult  males,  whose  unemployment  rate  declined  from  7.9  percent 
in  the  fourth  quarter  of  1971  to  6.1  percent  a  year  later.  TTiis  decline 
was  much  laiger,  both  absolutely  and  relatively,  than  the  decrease  from 

3.9  percent  to  3.3  percent  exp>erienced  by  white  adult  males.  The  widening 
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in  the  gap  between  white  and  nonwhite  unemployment  rates  on  an 
overall  basu  was  apparently  attributable  to  differences  in  the  behavior  of 
unemployment  among  teenagers. 

Table  6. — StltcUd  utumploymtnt  ratts,  1970 IV-1972 IV 
IPtremt;  SMSonally  adjustad^ 


\ 


1972 


SMuctud  groups  of  workers 

1970  IV 

1971  IV 

I 

II 

All  workers « . 

5.8 

5.9 

5.8 

5.7 

Sox  snd  ogo; 

Both  soxos  18-19  yosrs* . 

17.2 

17.0 

17.8 

15.8 

Mon  20  voors  snd  over  > . 

20-24  yoors . 

4.4 

4.1 

4.1 

10.3 

lao 

9.5 

25  yoois  and  over . 

3.5 

3.2 

3.3 

Woman  20  years  snd  over  > . 

5.7 

5.4 

5.6 

20-24  years . 

9.4 

9.1 

9.6 

25  years  and  over . 

■u 

4.9 

4.5 

4.7 

Race: 

White . 

5.4 

5.4 

5.3 

5.3 

Nagre  and  other  ricM. . 
Occupation: 

Whita-collar  workart. . . 

Mua-collar  woifcara _ 

Sarvka  worfcan . 

Other  cataaoriaa: 

Houaah^  haada . 

Married  man . 

FuiLtima  arorfcara . 

Part-time  arorfcara . 

State  insured  arorfcara  *. 

Raaaon  ter  unampteymant*: 

Loot  iaat  lob . 

Left  Iaat  fob . 

Raantarad  labor  tecta... 
Never  arorkad  bafora... 


9.2 

lai 

10.6 

9.9 

9.9 

9.8 

3.4 

3.5 

3.5 

3.4 

3.4 

3.3 

7.5 

7.4 

7.0 

6.6 

6.3 

5.8 

6.0 

6.4 

6.2 

6.0 

6.7 

6.3 

3.5 

3.6 

3.4 

3.5 

■9 

3.1 

3.2 

3.2 

2.9 

2.9 

2.6 

5.4 

5.6 

5.4 

5.3 

4.8 

8.4 

8.4 

8.7 

8.5 

L5 

4.3 

4.2 

3.5 

3.6 

■a 

12 

2.8 

2.7 

2.5 

m\ 

2.5 

12 

.7 

.7 

.7 

.7 

.8 

1.6 

1.7 

1.8 

1.7 

1.6 

.7 

.8 

.9 

■i 

.7 

.7 

1  Unamploymant  aa  percent  of  civilian  labor  terea  in  croup  apocifiad  unlaaa  othaivriae  Indicated. 

*  Raflacta  raviaiona  lit  1971-72.  ^  Note,  Appendix  Tablet  C-24-26. 

*  Inaurad  unemployment  under  State  pracrama  aa  porcant  of  avarafo  covered  ampteymant 

*  Unamploymant  aa  peccant  of  total  chrllTan  labor  forca. 

Source:  Department  of  Labor,  Buroau  of  Labor  Statiatica. 


Last  year  witnessed  a  decisive  improvement  in  the  labor  market  stattis 
of  recent  veterans.  The  unemployment  rate  for  Vietnam-era  veterans 
in  the  20-29-year-old  age  group,  which  had  averaged  8.8  percent  in  1971, 
declined  to  6.1  percent  in  the  final  quarter  of  the  year.  Moreover,  the  unem¬ 
ployment  rate  decline  for  veterans  was  faster  than  for  nonveterans  in  the 
20-29  age  group,  so  that  by  yearend  the  veteran  unemployment  rate  was 
actually  below  the  nonveteran  rate,  after  remaining  persistently  above  it 
for  the  past  several  years.  A  number  of  forces  explain  these  developments. 
They  reflect  the  general  improvement  in  economic  conditions  as  well  as 
specific  Government  policies  directed  toward  aiding  the  labor  market  ad¬ 
justments  of  veterans.  The  stabilization  of  the  size  of  the  Armed  Forces 
during  the  course  of  the  year  also  helped,  since  it  reduced  the  flow  of  dis¬ 
charged  veterans  from  100,000  per  month  at  the  start  of  the  year  to  about 
50,000  toward  yearend.  Moreover,  the  average  age  of  the  Vietnam-era  vet¬ 
eran  has  been  rising,  and  there  is  a  strong  inverse  relationship  between  age 
and  unemplo>Tnent  for  veterans  and  nonveteians  alike. 
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There  was  also  considerable  improvement  in  the  distribution  of  unem¬ 
ployment  along  geographic  lines.  This  is  most  readily  apparent  in  the  Labor 
Department’s  monthly  classification  of  the  unemployment  situation  in  150 
labor  mariiet  areas.  Fitxn  the  end  of  1971  to  the  end  of  1972,  the  number 
of  areas  with  “low”  unemployment  (less  than  3.0  percent)  almost  trebled — 
from  6  to  17  areas.  Areas  with  “moderate”  unemployment  (from  3.0  to  5.9 
percent)  increased  from  84  to  88.  On  the  other  hand,  there  was  a  sharp 
reduction — from  60  to  45 — in  the  number  of  areas  classified  in  the  “sub¬ 
stantial”  unemployment  categories,  i.e.,  6.0  percent  or  more. 

PRICES  AND  COSTS 

In  the  period  since  the  August  1971  policies  were  instituted  there  has 
been  a  dramatic  deceleration  in  the  rate  of  inflation.  This  is  discussed  in 
detail  in  Chapter  2 ;  here  we  focus  mainly  on  price  measures  applicable  to 
the  GNP.  For  example,  the  implicit  price  deflator  for  GNP,  which  meas¬ 
ures  the  change  in  prices  of  all  goods  and  services  included  in  the  gross 
natitmal  product,  rose  at  a  rate  of  5.2  percent  per  year  in  the  3  years  ending 
in  the  second  quarter  of  1971,  the  last  full  quarter  before  the  policy  shift.  Over 
the  next  6  quarters,  the  annual  rate  of  increase  was  down  to  2.7  percent. 

The  GNP  deflator  is  the  (xily  measure  of  price  that  is  consistent  with 
real  GNP;  the  product  of  the  two  equals  GNP  in  current  dollars.  However, 
changes  in  the  deflator  reflect  shifts  in  the  composition  of  real  GNP  as  well  as 
changes  in  individual  prices.  Changes  in  the  composition  of  GNP  in  1972 
had  a  downward  effect  on  the  rate  of  inflation  as  measured  by  the  general 
GNP  deflator.  This  compositional  effect  is  eliminated  by  the  Commerce 
Deptartment  through  the  construction  of  an  index  of  GNP  prices  with  fixed 
base  period  weights — the  general  type  of  construction  used  for  the  consiuner 
price  index  (CPI)  and  wholesale  price  index  (WPI) . 

On  the  basis  of  a  GNP  price  index  that  uses  fixed  1967  weights,  the  rate  of 
price  increase  experienced  over  the  past  6  quarters  is  3.6  percent  rather  than 
2.7  percent.  Even  so,  this  represents  a  maiiced  improvement  relative  to  the 
period  prior  to  August  1971  (Table  7).  For  some  analytical  purf)06es  it  is 
useful  to  focus  on  the  private  sector,  which  excludes  Government  workers 
and  their  pay  raises.  For  the  private  sector  of  the  economy,  the  fixed-weight 
deflator  shows  an  inflation  rate  of  just  over  3  percent  since  the  second  quar¬ 
ter  of  1971,  as  against  an  average  increase  of  4.7  percent  over  the  3  preced¬ 
ing  years. 

Although  the  rate  of  inflation  slowed  last  year  in  most  broad  sectors  of 
the  economy,  farm  prices  were  one  imp>ortant  exception.  The  sharp 
rise  in  farm  prices  had  a  significant  effect  on  the  overall  rate  of  infla¬ 
tion.  If  attention  is  confined  to  private  nonfarm  business,  as  shown  in  the 
last  column  of  Table  7,  the  deceleration  of  the  price  rise  is  clearly  more  pro¬ 
nounced  than  it  is  for  the  GNP  deflator  as  a  whole  or  even  the  private 
deflator.  In  the  private  nonfarm  sector  inflation  declined  frexn  a  rate  of 


30 


4.6  percent  in  the  1968-71  period  to  1.7  percent  over  the  past  year  and  a 
half. 


Table  7. — Changts  in  gross  national  product  price  deflators,  1968  II  to  1972  IV 


IParcMt  chanit;  sMsoMlIy  idjustad  annut)  ratas| 


Ptriod 

GNP 

PrivatoGNP 

Privato 

nonfarm 

businots 

GNP 

Implicit 

doflotor 

1967 

woi|ht$ 

Implicit 

doflotor 

1967 

woiihts 

Implicit 

doflotor 

1968  II  to  1969  II . 

4.7 

4.7 

4.4 

4.5 

4.2 

1969  II  to  1970  II . 

5.6 

5.8 

4.8 

5.1 

4.9 

1970  II  to  1971  II . 

5.2 

5.2 

4.8 

4.7 

4.7 

1971  II  to  1972  IV « . 

2.7 

3.6 

2.4 

3.1 

1.7 

1971  II  to  1971  III . 

2.9 

3.5 

2.8 

3.5 

2.4 

1971  III  to  1971  IV . 

1.5 

2.5 

1.0 

1.7 

.0 

1971  IV  to  1972  1 . 

5.1 

6.1 

4.2 

4.5 

16 

1972  1  to  1972  II . 

1.8 

3.0 

1.7 

2.5 

1.2 

1972  II  to  1972  III . 

2.4 

3.1 

2.2 

2.9 

1.2 

1972  III  to  1972  IV « . 

2.7 

3.4 

2.7 

3.3 

2.1 

I  Praliminary. 

Sdurca:  Dtpartmant  of  Commaica,  Buraau  of  Economic  Analysis. 
COMPENSATION,  PRODUCTIVITY,  AND  COSTS 


The  slowing  of  price  inflation  in  the  private  nonfaim  economy  reflects  a 
marked  deceleration  in  the  rise  in  unit  costs.  For  labor  costs,  this  was  a 
result  of  two  factors:  a  slower  rise  in  hourly  compensation  and  an  accelera- 
tion  of  the  rise  in  output  per  man-hour  (Chart  4) . 

Compensation 

Although  fiscal  and  monetary  policies  moved  the  economy  away  from 
the  conditions  of  excess  demand  that  persisted  into  1969,  hourly  compensa¬ 
tion  continued  to  rise  at  rates  of  7}4  percent  or  more  per  annum  in  early  1971 
(Table  8) .  These  large  increases  occurred  not  only  in  the  face  of  generally 
slack  labor  market  conditions,  but  in  spite  of  two  associated  factors  that  tend 
to  reduce  the  rise  in  average  hourly  compensation  during  such  periods. 
During  an  economic  slowdown,  increases  in  average  hourly  compensation 
(which  includes  premium  payments  for  overtime  hours)  are  normally  damp¬ 
ened  because  the  proportion  of  overtime  hours  usually  falls.  A  second  factor  is 
the  changed  compx)sition  of  employment.  Some  of  the  relatively  highly  paid 
industries,  like  durable  goods  manufacturing,  are  those  most  affected  by  an 
economic  slowdown,  and  this  restrains  the  average  increase  in  hourly  com¬ 
pensation  for  the  econmny  as  a  whole. 

Since  the  second  quarter  of  1971,  just  before  the  start  of  the  stabilization 
program,  the  rise  in  hourly  compensation  for  all  persons  in  the  private  non¬ 
farm  sector  has  slowed  to  an  annual  rate  of  about  6  percent.  In  terms  of 
quarter-to-quarter  changes,  the  90-day  wage-price  freeze  restrained  the 
increase  in  the  fourth  quarter  1971.  The  sharp  step-up  in  the  first  quarter 
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Chart  4 


Changes  in  Compensation, 
Productivity,  Labor  Costs,  and  Prices 


Privafa  Nonfarm  Sactor 

PERCENT  CHANGE  FROM  PRECEDING  YEAR 

10  - 

.  COMPENSATION  PER  MAN-HOUR 


1965  1966  1967  1968  1969  1970  1971  1972 


NOTE:  DATA  RELATE  TO  ALL  PERSONS. 
SOURCE:  DEPARTMENT  OF  LABOR 
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of  1972,  when  hourly  compensation  rose  at  about  a  9-percent  rate,  re¬ 
flected  the  bulge  after  the  end  o(  the  freeze  and  the  increase  in  social  security 
taxes.  This  was  fc^owed  by  a  very  small  increase  of  4.6  percent  during  the 
second  quarter.  The  apparent  step-up  during  the  final  2  quarters  of  1972 
may  be  more  a  reflection  of  the  timing  of  wage  increases — ^which  has  un¬ 
doubtedly  been  affected  by  the  controls  program — than  of  an  underiying 
acceleration  of  wage  inflation.  Over  the  last  3  quarters  of  1972,  hourly  com¬ 
pensation  rose  at  an  average  annual  rate  of  6  percent,  which  would  seem 
to  be  a  fair  representation  of  post-bulge  experience. 


I 


i 

Jf. 

I 
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Table  8. — Ckmgts  in  hourly  eompmsotiim,  prioaU  nonfarm  stetor,  1967—72 
ISMtonaSy  adjutM  Mmial  ratel 


■  PriNiniMry. 

Note.— 0*U  rtlato  to  aS  ptnom. 

Swm:  Dapartmwit  ol  Labor,  Buraau  of  Labor  StotMtoa. 


Productivity 

Changes  in  fHtxluctivity  (which  is  usually  measured  in  terms  of  real  out¬ 
put  per  hour  of  woric)  show  cyclical  movements  around  an  upward  trend. 
Longer-term  growth  in  productivity  reflects  such  basic  developments  as  the 
rising  educational  attainment  and  skill  levels  of  the  work  force  as  well  as 
changes  in  the  quantity  and  quality  of  the  tools,  equipment,  and  organiza¬ 
tion  with  which  they  work.  The  short-run  variability  in  productivity  is 
highly  influenced  by  changes  in  the  industry  mix  of  output  and  in  production 
rates.  Some  of  the  work  force  in  each  unit,  such  as  skilled  maintenance  per¬ 
sonnel,  represent  relatively  fixed  overhead  inputs,  in  the  sense  that  they 
must  be  kept  on  even  when  the  level  of  production  declines.  Also,  if  the 
period  of  slack  production  is  expected  to  be  brief,  employers  may  refrain 
frenn  laying  off  workers.  While  these  adjustments  hold  down  increases  in 
output  per  nuui-hour  of  paid  labor  during  periods  of  slack,  they  also  help 
to  explain  why  increased  output  can  be  had  with  a  substantially  less  than 
pre^rtionate  rise  in  labor  inputs  during  the  subsequent  recovery  phase. 

The  behavior  of  productivity  during  the  recovery  from  the  1970  recession 
falls  neatly  into  two  separate  phases,  each  of  which  is  different  from  earlier 
experiences  at  cmnparable  stages  of  expansion.  The  basis  for  this  disparity 
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appears  to  be  related  to  the  different  pattern  of  ouput  growth  in  this  ex¬ 
pansion  as  compared  to  earher  ones. 

Reflecting  the  slow  growth  in  real  output,  the  rise  in  productivity  during 
the  first  3  quarters  of  1971  was  cleariy  below  the  experience  in  previous 
recoveries  (Table  9).  Indeed,  the  rise  was  even  weaker  than  the  meas¬ 
ures  in  Table  9  show.  This  is  so  because  productivity  in  the  final 
quarter  of  1970  was  depressed  by  the  lengthy  strike  at  General  Motors. 
If,  as  seems  reasonable,  a  more  representative  value  of  output  pwr  man-hour 
during  the  trough  quarter  was  the  average  of  the  final  qiuurter  of  1970 
and  the  first  quarter  of  1971 — ^\^en  there  was  a  very  substantial  amount 
of  makeup  production  from  the  strike — then  the  growth  of  productivity 
over  the  first  3  quarters  of  1971  was  closer  to  3  percent  than  to  the  4.4 
percent  shown  in  the  table.  The  lower  figure  is  about  half  the  average 
growth  rate  of  productivity  in  the  preceding  four  recoveries. 

With  the  acceleration  in  the  rise  of  real  output  since  late  1971,  produc¬ 
tivity  has  grown  very  strongly.  Starting  in  late  1971  and  throughout  1972, 
productivity  growth  has  been  much  more  pronounced  than  that  experienced 
during  corresponding  phases  of  previous  recoveries. 

Unit  Labor  Costs 

Because  compensaticm  per  man-hour  and  output  per  man-hour  during 
the  recent  slowdown  and  current  recovery  have  behaved  differently  from 
p>ast  cyclical  experience,  unit  labor  costs  have  also  traced  an  unusual  pattern 
of  change  (Table  9) .  In  past  recoveries,  labcNr  costs  per  unit  of  output  began 


Table  9. — Chmgts  in  unit  labor  costs,  prodactioity,  and  compensation  per  man-hour  in  recessions 
and  expansions,  private  not^arm  economy 
ISMMMily  idimtBd  mnual  ratal 


Paak  and  trougk  quartan  t 

Paak  to 
trough 

Trough 
to  third 
qusrtar 
aftar  trough 

Third  to 
aighth 
quartor 
aftar  trough 

Compansation  par  man-hour: 

ISU  IV,  1949  IV . 

a4 

13 

18 

19S3  II,  1954  III . 

3.3 

14 

17 

1957  111,195811 . 

3.3 

11 

4.2 

1980  II,  1981  1 . 

1.7 

10 

17 

1989  IV,  1970  IV . 

S8 

7.2 

>14 

Productivity  • : 

19a  IV,  19a  IV . 

3.1 

9.2 

2.2 

1953  II,  1954  111 . 

2.4 

11 

-.6 

1957  111,195811 . 

1.7 

4.7 

1.4 

198011,  1981  1 . 

.0 

7.0 

14 

1969  IV,  1970  IV . 

1.8 

4.4 

•12 

Unit  labor  costs: 

19a  IV,  19a  IV . 

-2.8 

-.8 

13 

1953  11,1954  III . 

.8 

1.8 

14 

1957  111,195811 . 

1.6 

.3 

2.8 

1980  II,  1981  1 . 

1.7 

-1.9 

.3 

1989  IV,  1970  IV . 

5.2 

2.7 

>1.2 

>  Path  and  trouti)  quartan  ara  Utoaa  dasignatad  aa  cydkal  turning  points  by  tha  National  Buraau  of  Economic  Rosoareh. 

*  Prallmlnary. 

•  Output  par  man-bour. 

Nata.— Data  ralata  to  aN  parsons. 

Sourco;  Dapartmont  of  Labor,  Buraau  of  Labor  Statistics  (aacapt  as  notad). 
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to  decline  around  the  trough  quarter.  In  contrast,  during  the  early  stages 
of  the  recovery  from  the  1970  recession,  the  rise  in  unit  labor  costs,  although 
down  from  earlier  rates,  remained  high.  However,  because  of  the  accelera¬ 
tion  in  productivity  growth  since  the  third  quarter  of  1971,  and  the  slow¬ 
down  in  compensation  increases,  unit  labor  costs  have  increased  little.  Dur¬ 
ing  the  comparable  phase  of  previous  expansions,  unit  labor  costs  have 
usually  risen  substantially  relative  to  their  behavior  during  the  early  recov¬ 
ery  phase. 

NONFINANCIAL  CORPORATIONS 

A  comprehensive  set  of  figures  on  output,  prices,  and  costs  is  available  for 
the  important  nonhnancial  corporate  sector.  These  data  provide  a  con¬ 
venient  accounting  framework  for  a  detailed  discussion  of  prices,  costs,  and 
profits. 

In  general  the  behavior  of  costs  and  prices  in  the  corporate  sector  is  not 
very  different  from  that  of  the  broader  private  nonfarm  sector  just  reviewed. 
From  the  third  quarter  of  1971  to  the  third  quarter  of  1972,  the  rate  of  in¬ 
flation  for  nonflnancial  corporations  slowed  to  1.3  percent  from  the  rate  of 
approximately  4  percent  experienced  in  the  2  preceding  years  (Table  10). 
Over  the  same  period,  the  rise  in  unit  labor  costs,  which  had  already  started 
to  abate  the  year  before,  fell  to  an  annual  rate  of  less  than  1  percent — a  joint 
reflection  of  both  a  stepping  up  in  the  rise  in  productivity  to  5.0  percent  per 

Table  10. — Changes  in  prices,  costs,  and  profits  per  unit  of  output  for  nonfinancial  corporations, 
1967  in  to  1972  III 


Itam 

1967  III 
to 

1961  III 

1968  III 
to 

1969  III 

1969  III 
to 

1970  III 

1970  III 
to 

1971  III 

1971  III 
to 

1972  III 

Dollar  cbania  par  unit  of  output: 

Prica . 

0.029 

0.030 

0.044 

0.048 

0.016 

Employaa  compansation . 

.020 

.038 

.045 

.022 

.008 

.006 

.016 

.022 

.017 

.001 

.001 

.007 

.008 

.010 

.003 

.005 

.004 

.006 

-.001 

Nat  intarast . 

.002 

.005 

.006 

.001 

-.001 

.002 

-.024 

.007 

.006 

Parcant  ciiania  par  unit  of  output: 

2.6 

2.6 

3.8 

4.0 

1.3 

2.1 

5.2 

5.9 

tl 

1.0 

mm 

7.2 

7.9 

6.8 

5.8 

1.8 

2.0 

4.0 

5.0 

6.7 

8.6 

6.1 

.3 

.9 

6.4 

6.9 

8.1 

2.2 

5.0 

3.8 

7.3 

5.1 

-.8 

8.7 

20.0 

20.0 

2.8 

-2.7 

1.2 

-14.4 

-15.4 

5.8 

6.3 

Pareant  chanaa  in  output . 

7.0 

4.4 

-1.4 

1.8 

9.2 

>  Also  includos  businoss  transfor  paymants  lass  subsidias. 

*  Bafora  taxas  and  indudini  invant^  valuation  adjustmant. 

Nola.— DataM  may  not  add  to  totals  bacausa  o(  roundins. 

Sourcas;  Dapartmant  of  Commarca,  Buraau  of  Economic  Analysis,  and  Dapartmant  of  Labor,  Buraau  of  Labor  Statistics. 
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annum  and  a  slowdown  in  the  rise  of  houriy  compensation  to  5.8  percent 
per  annum.  The  rise  in  hourly  compensation  in  1972  was  the  smallest  year- 
to-year  rise  experienced  since  1967  and  the  rise  in  productivity  the  highest 
since  1965. 

All  other  unit  costs  combined,  which  include  capital  consumption  charges, 
indirect  taxes,  and  interest,  were  essentially  unchanged  fmn  the  third  quar¬ 
ter  of  1971  to  the  corresponding  quarter  of  1972.  Lower  interest  costs  and 
indirect  business  taxes  per  unit  of  output  offset  an  increase  in  capital  con¬ 
sumption  costs  per  unit.  Since  the  |}ercentage  increases  in  aggregate  dollar 
costs  of  each  of  these  categories  over  the  past  year  were  about  the  same 
as  in  the  preceding  year,  the  improved  behavior  in  costs  per  imit  was  essen¬ 
tially  a  reflection  of  the  acceleration  of  the  rise  in  output.  Had  the  liberalized 
depreciation  regulations  not  been  in  effect,  capital  consumption  costs  per 
unit  would  have  been  virtually  unchanged  during  the  year  instead  of  rising 
2  percent.  Profits  before  taxes  would  have  been  correspondingly  hi^er. 
It  is  also  interesting  to  note  that  the  recent  decline  in  interest  costs  per  imit 
of  output  followed  a  modest  increase  in  the  preceding  year  and  dramatic 
increases  in  1969  and  1970,  when  interest  rates  were  at  their  peaks. 

Profits  per  unit  of  output  rose  6.3  percent  (before  tax  and  including  the 
inventory  valuation  adjustment)  over  the  past  year.  The  most  recent  rise 
followed  a  5.8-f>ercent  increase  the  year  before  and  a  net  decrease  of  nearly 
30  percent  over  the  preceding  2  years.  The  peak  for  profits  f>er  unit  of 
output  was  reached  in  the  fourth  quarter  of  1965;  almost  7  years  later 
they  were  still  some  25  percent  lower. 

Rising  profit  margins  and  increased  physical  volume  raised  total  before¬ 
tax  profits  of  nonfinancial  corporations  by  14  percent  from  1971  to  1972. 
Even  so,  the  rise  in  corporate  profits  in  the  most  recent  expansion  has  not 
been  large  compared  to  experience  in  previous  recoveries.  As  Table  11 
shows,  the  rise  in  profits  relative  to  the  rise  in  corporate  output  (for  the 
nonfinancial  corporate  sector)  has  been  smaller  over  the  first  7  quarters 


Table  11. — Changes  in  gross  product  and  profits  before  taxes  of  nonfinanciai  corporations  7 
quarters  after  trough  and  ratio  of  changes 


Trough  1 

Change  7  quartan  aftar  trough 
(billiont  of  (Mian) 

Charm  in 
profita  at 
percent  of 
change  In 
groat  product 

1949  IV . 

45.5 

13.4 

29.5 

1954  III . 

3S.7 

7.0 

18.1 

195811 . 

47.7 

13.5 

28.3 

1961 1 . 

42.3 

11.4 

27.0 

1970 IV . 

94.7 

19.1 

20.2 

>  Ouarten  dasiguttd  as  trouah  by  tha  National  Buroau  of  Economic  Raaaatch. 

>  Bofort  taxoa  and  indudiniinvantory  vatoation  adiuatmont 

Source:  Dopartmont  of  Commoico,  Buraau  of  Economic  Analyaia  (axcapt  at  notad). 
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of  the  present  recovery  than  during  corresponding  periods  of  earlier  recov¬ 
eries  in  all  but  one  instance.  Furthermore,  the  rise  in  profits  in  the  present 
expansion  is  itself  biased  upward  because  profits  in  the  fourth  quarter  of 
1970  (the  trough  from  which  the  expansion  is  measured)  were  depressed 
by  the  General  Motors  strike. 

Profit  Shares 

Because  profits  rose  more  and  employee  compensation  rose  a  bit  less  than 
the  lO-pjercent  overall  rise  in  the  gross  product  of  nonfinancial  corporations, 
the  share  of  profits  rose  from  10.2  percent  in  1971  to  10.6  percent  in  1972, 
while  the  share  of  employee  compensation  fell  from  66.4  to  66.2  percent 
(Table  12).  A  similar  shift,  which  is  typical  during  cyclical  upturns,  oc¬ 
curred  between  1970  and  1971.  However,  in  1970  the  profit  share  of 

Table  12. — Distribution  of  gross  product  originating  in  nonfinancial  corporations,  1947-72 


|P«rctnt>| 


Period 

Total 

Compensa¬ 
tion  of 
employees 

All  other  costs 

Profits* 

Total 

Capital 

consumption 

allowances 

Indirect 

business 

taxes* 

Net 

interest 

1947 . 

miiM 

14.8 

4.8 

0.7 

19.4 

1948 . 

14.5 

.7 

21.1 

1949 . 

16.1 

i 

.8 

20.1 

1950 . 

15.5 

! 

.6 

22.1 

1951 . 

63.1 

15.1 

5.8 

.6 

21.7 

1952 . 

64.8 

16.1 

6.2 

.7 

19.1 

1953 . 

1 

65.9 

16.6 

6.6 

i 

.7 

17.4 

1954 . 

i 

65.9 

17.6 

7.7 

9.1 

.8 

16.6 

1955 . 

63.9 

17.5 

7.9 

8.9 

.7 

16.6 

1956 . 

65.3 

17.7 

8.0 

9.0 

.7 

16.9 

1957 . 

65.6 

18.6 

8.4 

9.3 

.9 

15.6 

1958 . 

65.9 

19.9 

9.1 

9.7 

1.1 

14.2 

1959 . 

100.0 

64.7 

19.1 

8.7 

9.3 

1.0 

16.2 

1960 . 

65.5 

19.7 

8.9 

1.1 

14.6 

1961 . 

65.1 

20.4 

9.2 

1.3 

14.5 

1962 . 

nvi 

64.3 

20.8 

9.7 

1.4 

14.9 

1963 . 

63.9 

9.7 

M 

1.4 

15.2 

1964 . 

63.3 

20.8 

9.5 

9.8 

1.5 

16.0 

1965 . 

62.6 

20.4 

9.4 

1.6 

17.0 

1966 . 

63.2 

20.0 

9.3 

1.8 

16.6 

1967 . 

64.0 

20.9 

9.7 

2.1 

15.1 

1968 . 

64.2 

21.2 

9.7 

2.2 

14.7 

1969 . 

65.7 

21.8 

9.9 

2.5 

12.5 

1970 . 

100.0 

67.2 

23.0 

10.3 

2.9 

9.6 

1971 . 

100.0 

66.4 

23.4 

10.6 

2.9 

10.2 

1972 < . 

100.0 

66.2 

23.2 

10.7 

9.6 

2.9 

10.6 

1971:1 . 

100.0 

66.5 

23.2 

10.3 

10.3 

II . 

100.0 

66.4 

23.1 

10.4 

10.5 

Ill . 

100.0 

66.3 

23.5 

10.6 

10.2 

IV . 

100.0 

66.4 

23.7 

10.8 

10.0 

9.9 

1972:  1 . 

100.0 

66.4 

23.2 

10.7 

^9 

10.3 

II . 

100.0 

66.2 

23.3 

10.9 

2.9 

10.5 

Ill . 

100.0 

66.1 

23.2 

10.7 

■l 

2.9 

10.7 

>  Quarterly  percents  based  on  seasonally  adjusted  data. 

*  Also  includes  business  transfer  payments  less  subsidies. 

*  Before  taxes  and  including  inventory  valuation  adjustment. 

<  Preliminary. 

Note.— Detail  may  not  add  to  totals  because  of  rounding. 

Source:  Department  of  Commerce,  Bureau  of  Economic  Analysit. 
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corporate  output  was  at  its  postwar  low  and  the  compensation  share  at  its 
postwar  high.  The  relative  shift  that  has  occurred  over  the  past  2  years  in 
favor  of  profits  still  leaves  the  prc^t  share  lower  and  the  em^doyee  com¬ 
pensation  share  higher  than  in  any  postwar  year  before  1970. 

Long-range  comparisons  of  the  profits  share,  including  those  just 
cited,  suffer  from  the  fact  that  over  the  years  depreciation  laws  and 
regulations  have  undergone  many  changes  that  affect  the  calculation  of 
profits.  This  shortcoming  can  be  overcome  through  the  use  of  uniform 
methods  of  calculating  depreciation  over  time,  so  that  the  resultant  esti¬ 
mates  of  profits  are  not  affected  by  changes  in  depreciation  practices. 

The  C<Mnmerce  Department  has  made  such  calculations,  and  the  results 
are  shown  in  the  second  column  of  Table  13.  The  adjustment  raises  the 
profits  share  for  most  of  the  p>eriods  (it  is  lowered  for  the  1950-54  period), 
but  in  terms  of  changes  over  long  periods  the  picture  shown  by  the  unadjusted 
numbers  (column  1  of  Table  13)  is  not  altered  in  any  significant  way.  CkHn- 
parisons  should  properly  be  made  only  between  periods  in  comparable  stages 
of  the  buuness  cycle;  but  even  if  one  focuses  on  a  year  like  1968,  when 
economic  activity  was  high  and  unemployment  was  very  low,  it  is  clear  that 
the  profits  share  has  declined  in  comparison  with  earlier  periods  (Chart  5) . 

A  final  adjustment  should  take  account  of  interest,  which  is  part  of  the 
total  return  cm  capital  and  which  has  grown  in  importance  over  the  p>ost- 
World  War  II  period,  as  corporations  have  placed  greater  reliance  on  debt 
as  opposed  to  equity  financing  and  as  interest  rates  have  risen  more  rapidly 
than  the  price  of  corporate  output.  The  share  of  interest  plus  adjusted 
profits  in  gross  corporate  output  has  also  declined  over  the  long  run,  but  that 
decline  has  been  milder  than  for  adjusted  profits  alone. 


Table  13. — Profits  bsfors  adjustment,  adjusted  profits,  and  interest  as  shares  of  gross  product  of 
nonfinancial  cotporations,  1950-72 
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Irani  tbaaa  ahown  in  Tabla  12. 

Samoa:  Oapeitmant  of  Cammaite,  Bureau  el  Economic  Anaiyaia  (aaoapt  aa  naiad). 
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CtMit  8 


Shares  of  Profits  and  Interest  in  Gross  Product 
of  Nonfinonciol  Corporations 

PERCENT  or  GROSS  PRODUCT 


J/SEE  TABLE  13  FOR  DEFINITION. 

NOTE;  ALL  PROFITS  ARE  BEFORE  TAXES  AND  INCLUDE  INVENTORY  VALUATION  AOJUSTNENT. 

SOURCE:  DEPARTMENT  OF  COMMERCE 

FARM  PRICES  AND  RURAL  INCOMES 

Rising  domestic  and  export  demand  and  reduced  supplies  as  a  result 
lower  net  farm  production  brought  sharply  higher  prices  and  incomes  to 
rural  families  in  1972.  Prices  received  by  farmers  rose  18  percent  from 
December  1971  to  December  1972. 

International  events  had  a  significant  effect  on  prices.  Reduced  food 
production  in  three  major  countries — Russia,  China,  and  India — expanded 
the  demand  for  food  grains  from  U.S.  farms.  The  exptansion  in  demand 
brought  a  quick  response  in  prices  of  farm  commodities,  as  is  typical  of 
products  with  a  relatively  inelastic  demand  and  a  very  inelastic  short-run 
production.  Because  the  United  States  was  the  only  major  food-exporting  na¬ 
tion  with  large  carryover  supplies  of  wheat  and  other  grains,  this  country 
was  in  a  very  favorable  position  to  expand  its  exports  of  farm  commodities 
in  1972.  The  volume  of  farm  exports  increased  nearly  14  percent,  and 
exports  of  food  commodities  advanced  1 7.5  percent. 

Changes  in  domestic  economic  conditions  also  improved  farm  incomes 
last  year.  As  nonfarm  emj^oyment  and  income  rose,  demand  for  income- 
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elastic  food  items  strengthened,  causing  a  strain  on  the  available  supply 
of  beef,  pork,  and  certain  dairy  products.  The  result  was  rising  farm  and 
retail  prices.  Even  the  removal  of  restraints  on  meat  imports  and  the  re¬ 
sulting  increase  in  imports  of  lean  meat  left  domestic  meat  prices  at  all- 
time  record  levels.  Only  in  the  autumn  did  red  meat  prices  show  scxne 
moderation,  mainly  because  of  expanded  marketings  o(  beef  animals  and 
diversion  of  purchases  to  other  meats  for  the  holiday  periods. 

While  demand  was  expamding  in  1972,  overall  net  farm  output  including 
food  and  tranfood  conunodkies  remained  quite  static.  Indeed  domestic  pro¬ 
duction  of  food  commodities  actually  dropped  2.2  percent  below  the  pre¬ 
vious  year,  according  to  preliminary  estimates.  Unseasonable  weather  and 
storms  hit  several  parts  of  the  country  at  critical  times  and  cut  back  fruit 
and  vegetable  production  shauply.  Pork  output  reached  a  low  phase  in  die 
production  cycle,  and  beef  production  rose  less  than  anticipated,  partly 
because  favorable  prices  caused  more  stock  to  be  retained  for  expansion 
of  herds. 

While  family  income  in  the  nonfarm  sector  was  also  rising  substantially, 
the  agricultural  gaiiu  were  so  large  that  farm  families  improved  their  relative 
position.  Net  farm  iiKome  reached  $19  billion  for  the  year,  up  $3  billion,  or 
18  percent,  fnmi  1971  and  well  above  the  previous  all-time  high  of  $17.1 
billion  earned  in  1947.  With  only  half  as  many  families  on  farms  today  as 
there  were  25  years  ago,  income  per  family  is  much  hi^er. 

Along  with  the  sharp  improvement  in  farm  income  in  1972,  rural  families 
also  benefited  from  the  expansion  of  the  general  econ<»ny.  For  a  laiige  pro¬ 
portion  of  farm  families,  the  increase  in  employment  and  the  rise  in  nonfarm 
wages  were  more  important  dian  the  change  in  farm  prices,  since  over  half 
of  all  farm  families  earn  the  greater  part  of  their  income  from  nonfaim 
sources.  Most  of  these  farm  operations  are  small,  grossing  less  than  $5,000 
a  year  from  farm  sales.  In  fact,  over  85  percent  of  the  annual  income  among 
this  group  is  earned  off  the  farm,  and  income  improvements  fixxn  farm 
prices  or  Government  farm  programs  thus  directly  affect  only  about  15 
percent  of  their  income.  This  situation  is  not  limited,  however,  to  only  the 
smallest  farms.  Even  the  curators  of  the  largest  farms,  those  classified  as 
having  sales  over  $40,000,  earn  about  one-fifth  of  their  total  income  from 
off-farm  sources. 

FISCAL  POLICY  IN  1972 

Fiscal  policy  was  deliberately  expansionary  in  1972.  The  stimulus  came 
from  rising  expenditures  and  from  the  effect  of  tax  reductions  instituted  in 
1971  and  1972.  On  a  national  income  accoimts  basis,  full-employment 
revenues  in  calendar  1971  exceeded  full-employment  expenditures  by 
$1  billion.  The  corresponding  figure  for  calendar  1972  was  a  full-employ¬ 
ment  deficit  of  $4  billion — a  swing  of  some  $5  billimi.  These  esti¬ 
mates  understate  the  size  of  the  swing  and  of  the  stimulus  provided  by  fiscal 
policy,  because  1972  receipts  include  about  $9  billion  in  overwithheld  per- 
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sonal  income  taxes.  As  discussed  below,  consumer  behavior  is  probably  less 
sensitive  to  the  temporary  cash  effects  of  overwithholding  than  it  is  to  a 
more  permanent  change  in  income.  If  Federal  receipts  from  overwith¬ 
holding  are  entirely  excluded,  the  estimated  full-employment  deficit  in  1972 
is  $13  billion — a  swing  of  $14  billion  from  the  position  in  1971.  On  net 
balance,  the  stimulus  from  budget  policy  in  1972  was  somewhere  between 
$5  billion  and  $14  billion  and  probably  closer  to  the  higher  end  of  this  range. 

The  policy  shift  set  forth  in  August  1971  assigned  little  importance  to  in¬ 
creased  Government  spending  as  such.  On  the  contrary,  the  program  envis¬ 
aged  some  cutbacks  in  Federal  employment  and  a  postponement  of  a  Gov¬ 
ernment  pay  raise.  It  sought  instead  to  stimulate  private  spending  through 
tax  incentives  for  investment,  repeal  of  the  excise  tax  on  motor  vehicles,  and 
an  acceleration  of  the  scheduled  date  for  personal  income  tax  reductions. 

As  originally  proposed  in  its  two-tier  form,  the  job  development  tax  credit 
was  expected  to  have  a  large  and  immediate  impact  on  capital  goods  demand 
and  output.  The  excise  tax  cut  was  expected  to  stimulate  demand  for  and 
production  of  motor  vehicles.  These  tax  measures,  along  with  the  anticipated 
change  in  public  sentiment  resulting  from  the  f>olicy  shift,  strengthened  the 
sluggish  recovery  that  was  underway.  Industrial  production  rose  after  Au¬ 
gust  and  the  rate  of  growth  in  real  GNP  accelerated  in  the  fourth  quarter. 
However,  the  unemployment  rate,  which  had  risen  to  6  percent  around 
the  beginning  of  1971,  stayed  at  that  level  with  only  minor  variation  until  the 
end  of  the  year.  Consequently,  in  presenting  its  plans  for  fiscal  1973  the 
Administration  indicated  that  it  would  take  additional  steps  to  stimulate 
the  economy  by  raising  the  level  of  exp>enditures  during  the  remaining  half 
of  fiscal  1972.  At  the  same  time,  the  Administration  emphasized  its  inten¬ 
tion  to  restrain  the  growth  in  expenditures  starting  in  fiscal  1973.  The 
Administration’s  position  was  that  the  total  stimulus  provided  would  be 
sufficient  to  accelerate  the  recovery,  but  that  further  stimulus  might  threaten 
the  anti-inflation  program. 

FEDERAL  EXPENDITURES 

According  to  the  budget  data  presented  in  January  1972,  total  expendi¬ 
tures  (NIA  basis)  were  projected  to  rise  by  $29  billion  or  13  percent  from 
calendar  1971  to  calendar  1972,  a  sharp  advance  by  historical  standards. 
Actual  expenditures  rose  by  12  percent  (Table  14) . 

Included  in  this  projected  rise  was  an  increase  of  $9  billion  in  Federal 
purchases,  which  embraced  a  scheduled  $5.2  billion  pay  increase  for  military 
and  civilian  personnel  and  a  step-up  in  real  purchases.  The  latter  was  an 
extension  of  a  turnaround  that  had  begun  in  the  second  half  of  1971,  follow¬ 
ing  the  prolonged  and  steep  decline  in  defense  purchases  associated  with  the 
process  of  disengagement  in  Vietnam.  Actual  1972  purchases  fell  a  bit  short, 
basically  in  the  second  half. 

In  addition  to  the  planned  increase  in  purchases,  the  budget  called  for  a 
rise  of  one-sixth  in  other  types  of  outlays.  This  rise  included  $5.2  billion  for 
revenue  sharing,  and  provision  for  a  5-percent  increase  and  some  liberaliza- 
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corporate  output  was  at  its  postwar  low  and  the  compensation  share  at  its 
postwar  hi^.  The  relative  shift  that  has  occurred  over  the  past  2  years  in 
favm*  of  profits  still  leaves  the  ]Mt>fit  share  lower  and  the  employee  com¬ 
pensation  share  higher  than  in  any  postwar  year  before  1970. 

Long-range  c(»nparisons  of  the  pMDhts  share,  including  those  just 
cited,  suffer  from  the  fact  that  over  the  years  depreciation  laws  and 
regulations  have  imdergcme  many  changes  that  affect  the  calculation  of 
profits.  This  shcutcoming  can  be  overcome  throu^  the  use  of  uniform 
methods  of  calculating  depreciatimi  over  time,  so  that  the  resultant  esti¬ 
mates  of  profits  are  not  affected  by  changes  in  depreciation  practices. 

llie  Commerce  Department  has  made  such  calculations,  and  the  results 
are  shown  in  the  second  column  of  Table  13.  The  adjustment  raises  the 
profits  share  for  most  (rf  the  periods  (it  is  lowered  for  the  1950-54  period) , 
but  in  terms  of  changes  over  long  periods  the  picture  shown  by  the  imad justed 
numbers  (column  1  of  Table  13)  is  not  altered  in  any  significant  way.  Com- 
{)ariscwis  should  properly  be  made  only  between  periods  in  comparable  stages 
of  the  business  cycle;  but  even  if  one  focuses  on  a  year  like  1968,  when 
economic  activity  was  high  and  unemployment  was  very  low,  it  is  clear  that 
the  pro6ts  share  has  declined  in  comparison  with  earlier  periods  (Chart  5) . 

A  6nal  adjustment  should  take  account  interest,  which  is  part  of  the 
total  return  on  capital  and  which  has  grown  in  importance  over  the  ptost- 
World  War  II  period,  as  corporations  have  placed  greater  reliance  on  debt 
as  opposed  to  equity  hnancing  and  as  interest  rates  have  risen  more  rapidly 
than  the  price  of  corporate  output.  The  share  of  interest  plus  adjusted 
prohts  in  gross  corporate  output  has  also  declined  over  the  long  run,  but  that 
decline  has  been  milder  than  for  adjusted  proHts  alone. 


Table  13. — Profits  btfor*  adjustmttU,  adjusUd  profits,  and  inttrsst  as  shorts  of  gross  product  of 
ttonfiftOHciol  corporations,  1950-72 
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Chart  5 


Shares  of  Profits  and  Interest  in  Gross  Product 
of  Nonfinonciol  Corporations 

PHtCENT  OF  GROSS  PRODUCT 


J/$EE  TABLE  13  FOR  DEFINITION. 

NOTE;  ALL  PROFITS  ARE  BEFORE  TAXES  AND  INCLUDE  INVENTORY  VALUATION  ADJUSTMENT. 

SOURCE:  DEPARTMENT  OF  COMMERCE. 

FARM  PRICES  AND  RURAL  INCOMES 

Rising  domestic  and  export  demand  and  reduced  supplies  as  a  result  of 
lower  net  farm  production  brought  sharply  higher  prices  and  incomes  to 
rural  families  in  1972.  Prices  received  by  farmers  rose  18  percent  from 
December  1971  to  December  1972. 

International  events  had  a  significant  effect  on  prices.  Reduced  food 
production  in  three  major  countries — Russia,  China,  and  India — expanded 
the  demand  for  food  grains  frcnn  U.S.  farms.  Tlie  expansion  in  demand 
brought  a  quick  response  in  prices  of  farm  commodities,  as  is  typical  of 
products  with  a  lelatively  inelastic  demand  and  a  very  inelastic  short-run 
production.  Because  the  United  States  was  the  only  major  food-exporting  na¬ 
tion  with  large  carryover  supplies  of  wheat  and  other  grains,  this  country 
was  in  a  very  favorable  position  to  expand  its  ejqwrts  of  farm  commodities 
in  1972.  The  volume  of  farm  exports  increased  nearly  14  percent,  and 
exports  of  food  conunodities  advanced  17.5  percent. 

Changes  in  domestic  economic  conditi<ms  also  improved  farm  incomes 
last  year.  As  nonfarm  employment  and  income  rose,  demand  fol*  income- 
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elastic  food  items  streng^ened,  causing  a  strain  on  the  available  supply 
of  beef,  poiic,  and  certain  dairy  products.  The  result  was  rising  farm  and 
retail  prices.  Even  the  removal  of  restraints  on  meat  imports  and  the  re¬ 
sulting  increase  in  imports  of  lean  meat  left  domestic  meat  prices  at  all- 
time  record  levels.  Only  in  the  autumn  did  red  meat  prices  show  8<xne 
moderation,  mainly  because  of  expanded  marketings  beef  animals  and 
divenion  of  purchases  to  other  meats  for  the  holiday  periods. 

While  demand  was  expanding  in  1972,  overall  net  farm  output  including 
food  and  nonfood  commodities  remained  quite  static.  Indeed  domestic  pro¬ 
duction  of  food  ccxnmodities  actually  dropped  2.2  percent  below  the  pre¬ 
vious  year,  according  to  preliminary  estimates.  Unseasonable  weadier  and 
storms  hit  several  parts  of  the  country  at  critical  times  and  cut  back  fruh 
and  vegetable  production  sharpy.  Pork  output  reached  a  low  phase  in  the 
production  cycle,  and  beef  production  rose  less  than  anticipated,  partly 
because  favorable  prices  caused  more  stock  to  be  retained  for  expansion 
of  herds. 

While  family  income  in  the  nonfarm  sector  was  also  rising  substantially, 
the  agricultural  gains  were  so  large  that  farm  families  improved  their  relative 
position.  Net  farm  inctxne  reached  $19  billion  for  the  year,  up  $3  billion,  or 
18  percent,  frcnn  1971  and  well  above  the  previous  all-time  high  of  $17.1 
billicm  earned  in  1947.  With  only  half  as  many  families  on  farms  today  as 
there  were  25  years  ago,  income  per  family  is  much  hi^er. 

Along  with  the  sharp  improvement  in  farm  income  in  1972,  rural  families 
also  benefited  from  the  expansion  the  general  econtmiy.  For  a  large  pro¬ 
portion  farm  families,  the  increase  in  employment  and  the  rise  in  nonfarm 
wages  were  mrne  important  than  the  change  in  farm  prices,  since  over  half 
of  all  farm  families  earn  the  greater  part  of  their  income  from  nonfarm 
sources.  Most  of  these  farm  operations  are  small,  grossing  less  than  $5,000 
a  year  from  farm  sales.  In  fact,  over  85  percent  of  the  annual  income  among 
this  group  is  earned  off  the  farm,  and  income  improvements  fixxn  farm 
prices  or  Government  farm  programs  thus  directly  affect  only  about  15 
percent  of  their  inccxne.  This  situation  is  not  limited,  however,  to  only  the 
smallest  farms.  Even  the  operators  of  the  largest  farms,  those  classified  as 
having  sales  over  $40,000,  earn  about  one-fifth  of  their  total  income  from 
off-farm  sources. 

nSCAL  POLICY  IN  1972 

Fiscal  policy  was  deliberately  expansionary  in  1972.  The  stimulus  came 
from  rising  expenditures  and  from  the  effect  of  tax  reductions  instituted  in 
1971  and  1972.  On  a  national  income  accounts  basis,  full-employment 
revenues  in  calendar  1971  exceeded  full-employment  expenditures  by 
$1  billion.  The  corresponding  figure  for  calendar  1972  was  a  full-employ¬ 
ment  deficit  of  $4  billion — a  swing  of  some  $5  billion.  These  esti¬ 
mates  understate  the  size  of  the  swing  and  of  the  stimulus  provided  by  fiscal 
policy,  because  1972  receipts  include  about  $9  billion  in  overwithheld  per- 
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sonal  income  taxes.  As  discussed  below,  consumer  behavior  is  probably  less  I 

sensitive  to  the  temporary  cash  effects  of  overwithholding  than  it  is  to  a  t< 

more  permanent  change  in  income.  If  Federal  receipts  from  overwith-  I 

holding  are  entirely  excluded,  the  estimated  full-employment  deficit  in  1972  !| 

is  $13  billion — a  swing  of  $14  billion  from  the  {XMition  in  1971.  On  net  j 

balance,  the  stimulus  from  budget  policy  in  1972  was  somewhere  between  i 

$5  billion  and  $14  billion  and  probably  closer  to  the  higher  end  of  this  range.  j 

The  policy  shift  set  forth  in  August  1971  assigned  little  importance  to  in¬ 
creased  Government  spending  as  such.  On  the  contrary,  the  program  envis-  j 

aged  some  cutbacks  in  Federal  employment  and  a  postponement  of  a  Gov-  j 

emment  f>ay  raise.  It  sought  instead  to  stimulate  private  spending  throu^ 
tax  incentives  for  investment,  repeal  of  the  excise  tax  cm  motor  vehicles,  and 
an  acceleration  of  the  scheduled  date  for  personal  income  tax  reductions. 

As  originally  proposed  in  its  two-tier  form,  the  job  development  tax  credit 
was  expected  to  have  a  large  and  immediate  impact  on  capital  goods  denuuid 
and  output.  The  excise  tax  cut  was  expected  to  stimulate  demand  for  and  i 

production  of  motor  vehicles.  These  tax  measures,  along  with  the  anticipated  ! 

change  in  public  sentiment  resulting  from  the  policy  shift,  strengthened  the 
sluggish  recovery  that  was  imderway.  Industrial  production  rose  after  Au¬ 
gust  and  the  rate  of  growth  in  real  GNP  accelerated  in  the  fourth  quauter. 

However,  the  unemployment  rate,  which  had  risen  to  6  percent  around 
the  beginning  of  197 1,  stayed  at  that  level  with  only  minor  variation  until  the 
end  of  the  year.  Consequently,  in  presenting  its  plans  for  fiscal  1973  the  i 

Administration  indicated  that  it  would  take  additional  steps  to  stimulate 
the  economy  by  raising  the  level  of  expenditures  during  the  remaining  half  | 

of  fiscal  1972.  At  the  same  time,  the  Administration  emphasized  its  inten¬ 
tion  to  restrain  the  growth  in  expenditures  starting  in  fiscal  1973.  The 
Administration’s  position  was  that  the  total  stimulus  provided  would  be 
sufficient  to  accelerate  the  recovery,  but  that  fmther  stimulus  might  threaten 
the  anti-inflation  program. 

FEDERAL  EXPENDITURES 

According  to  the  budget  data  presented  in  January  1972,  total  expendi¬ 
tures  (NIA  basis)  were  projected  to  rise  by  $29  billion  or  13  percent  from 
calendar  1971  to  calendar  1972,  a  sharp  advance  by  historical  standards. 

Actual  exp>enditures  rose  by  12  percent  (Table  14) . 

Included  in  this  projected  rise  was  an  increase  of  $9  billion  in  Federal 
purchases,  which  embraced  a  scheduled  $5.2  billion  pay  increase  for  military 
and  civilian  personnel  and  a  step-up  in  real  purchases.  The  latter  was  an 
extension  of  a  turnaround  that  had  begun  in  the  second  half  of  1971,  follow¬ 
ing  the  prolonged  and  steep  decline  in  defense  purchases  associated  with  the 
process  of  disengagement  in  Vietnam.  Actual  1972  purchases  fell  a  bit  short, 
basically  in  the  second  half. 

In  addition  to  the  planned  increase  in  purchases,  the  budget  called  for  a 
rise  of  one-sixth  in  other  types  of  outlays.  This  rise  included  $5.2  billion  for 
revenue  sharing,  and  provision  for  a  5-percent  increase  and  some  Uberaliza- 
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tion  of  social  security  benefits  at  an  estimated  annual  cost  of  $3^3  billion 
starting  in  the  third  quarter  of  1972.  Because  revenue  sharing  legislation  was 
delayed,  the  actual  transfer  of  1972  grant  funds  was  later  scheduled  to  take 
place  in  two  instalments  payable  in  December  1972  and  in  Jamuary  1973. 
In  addition  Congress  altered  the  Administration’s  social  security  proposal 
by  providing  a  20-percent  increase  starting  in  the  fourth  quarter  of  1972  at 
an  estimated  annual  cost  of  $8  billion. 


Table  14. — Fedtral  Government  receipts  and  experxditures,  national  income  aeeoutUs  basis,  calendar 

years,  1971-72 

IBiMhm  of  dollaral 


Runiptt  and  uxpanditurM  catagoriaa 

1971 

1972 

January  1972 
budeat 
prolaction  > 

Actual  > 

Fndaral  Govarnimnt  racnipU . 

199.1 

215.6 

228.3 

Panonal  tax  and  nontax  paymants . 

99.6 

94.1 

108.8 

Corporata  profMs  tax  accruals . 

33.1 

36.1 

36.0 

Indirect  biisinass  tax  and  nontax  aaruals . 

20.5 

20.5 

20.  i 

Contributions  for  social  insurance . 

55.9 

65.1 

63.3 

Federal  Government  expenditures . 

220.8 

249.5 

246.8 

Purchases  of  goods  and  services . 

97.8 

107.1 

105.9 

Defense . 

71.4 

75.9 

76.2 

Dther . 

26.3 

31.1 

29.7 

Transfer  payments . 

75.0 

82.8 

83.5 

Grants-in-aid  to  State  and  local  govarnnwnb . 

29.3 

39.8 

Net  interest  paid . 

13.6 

13.3 

Subsidies  less  current  surplus  of  government  enterprises . 

5.2 

7.0 

Surplus  or  deficit  (— )  on  income  and  product  accounts . 

-21.7 

-33.9 

<  Jtiwiry  1972  prajKtad  parcMit  chanfti  ipplM  to  raviMd  1971  actual  data. 

*  Praliminary. 

Nirta.— Detail  may  not  add  to  totals  bocausa  of  rounding. 

Sourcas;  Oopartmont  of  Commarca,  Bureau  of  Economic  Analysis,  and  Oflica  of  Managamant  and  Budget. 
FEDERAL  RECEIPTS 

Budget  changes  on  the  revenue  side  in  last  January’s  budget  presentation 
reflected  the  tax  proposals  of  August  1971,  as  extended  and  modified  by  the 
Congress,  as  well  as  proposals  made  before  August  1971.  In  addition,  the 
Administration  proposed  that  the  social  security  taxable  earnings  base  be 
raised  from  $9,000  to  $10,200,  to  take  effect  at  the  start  of  1972.  This  increase 
was  subsequently  amended  and  deferred  to  1973  by  congressional  action 
taken  in  October. 

Planned  tax  reductions  affecting  revenues  in  1972  included  some  features 
already  mentioned :  the  job  developyment  tax  credit,  the  repeal  of  the  excise 
tax  on  motor  vehicles,  and  an  advance  in  the  effective  date  of  the  rise  (to 
$750)  in  personal  exemptions.  Other  revenue  reductions  included  a  retro¬ 
active  rise  in  personal  exemptions  from  $650  to  $675,  applicable  to  1971 
incomes,  an  increase  in  the  minimum  standard  deduction  to  $1,300  per 
return,  and  a  1-year  speedup  in  the  effective  date  of  a  scheduled  rise  in  the 
standard  deduction  from  14  to  15  ptercent.  Revenue-increasing  features 
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included  a  rise  from  earlier  legislation  in  the  taxable  social  security 
base  from  $7,800  to  $9,000,  the  proposed  further  rise  to  $10,200,  and  the 
elimination  of  certain  features  of  the  revised  depreciation  regulations. 

The  estimated  net  effect  of  the  proposed  tax  changes,  in  themselves,  was 
to  reduce  calendar  year  1972  revenues  by  about  $4  billion  relative  to  1971 
in  NIA  terms.  Although  on  this  basis  tax  increases  and  tax  reductions  for 
individuals  appeared  to  be  approximately  offsetting,  on  balance  these  pro¬ 
posed  changes  provided  some  net  fiscal  stimulus  in  calendar  1972.  Under 
the  NIA  procedures  that  are  used  to  seasonally  adjust  contributions  for 
social  insurance,  increases  in  receipts  from  a  rise  in  the  taxable  earnings 
base  begin  at  the  full  annual  rate  in  the  first  quarter,  even  though  the  re¬ 
quired  additional  taxes  are  ordinarily  not  paid  \mtil  the  second  half  of  the 
year. 

With  these  proposed  tax  changes  providing  a  partial  offset  to  the  rise  in 
revenues  expected  from  the  rise  in  economic  activity  and  incomes, 
Federal  receipts  were  expected  to  show  a  fairly  steady  increase  during 
calendar  1972  and  to  total  $215J4  billion.  In  fact,  receipts  turned  out  to  be 
some  $12J4  billion  higher  than  anticipated.  Part  of  this  difference  reflected 
a  faster  rise  in  tax  accruals  than  had  been  foreseen  for  1972,  but  the 
greater  portion  derived  from  the  fact  that  personal  income  tax  receipts 
were  considerably  in  excess  of  projections  because  of  the  overwithholding 
that  began  early  in  1972. 

The  origin  of  overwithholding  goes  back  to  1971,  when  families  with 
more  than  one  source  of  wage  and  salary  income  had  withholdings  that 
fell  short  of  their  liabilities.  The  withholding  tax  table  for  1972  was  par¬ 
ticularly  designed  to  correct  the  1971  experience  for  such  families  and  was 
generally  meant  to  allow  all  taxpayers  to  bring  their  withheld  taxes  closer  to 
their  liabilities.  However,  under  these  schedules  single  individuals  and  fami¬ 
lies  with  only  one  source  of  wage  or  salary  income  had  to  claim  additicmal 
exemptions  if  they  were  to  avoid  overwithholding.  For  the  most  part,  single¬ 
income  families  did  not  take  advantage  of  the  option  to  adjust  their  with¬ 
held  taxes  downward.  Withholdings  have  consequently  been  running  con¬ 
siderably  in  excess  of  liabilities  and  will  result  in  substantial  refunds  in  1973. 

How  the  effect  of  overwithholding  should  be  treated  for  purposes  of 
analysis  depends  on  a  prior  view  of  how  it  affects  consumer  spending. 
According  to  one  view,  known  as  the  permanent-income  hypothesis,  con¬ 
sumer  spending  is  governed  largely  by  consumers’  views  of  their  permanent  or 
longer-run  incomes;  temporary  aberrations  in  income  do  not  alter  sp>ending 
significantly.  Consequently,  overwithholding  and  the  subsequent  associated 
refunds  should  not  have  a  large  effect  on  the  pattern  of  consumer  spending. 
In  this  view,  which  has  some  support  on  the  basis  of  consumer  behavior  in 
1972,  most  of  the  effect  of  overwithholding  and  of  the  subsequent  refunds 
should  be  excluded — from  the  calculation  of  the  full-employment  surplus  or 
deficit,  for  example — for  purposes  of  analysis.  According  to  another  view 
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most  consumers  govern  their  spending  according  to  the  income  inunediately 
available  to  them,  r^ardless  of  whether  the  income  is  permanent  or  tern* 
pK>rary.  Clearly,  a  definitive  answer  must  await  an  examination  of  how 
consumers  behave  in  1973  after  they  receive  refunds  on  last  year’s  over¬ 
withholding. 

THE  REQUEST  FOR  A  SPENDING  CEILING 

The  increase  in  outlays  in  1972,  especially  in  the  first  half  of  the  year, 
served  the  purpose  of  stimulating  the  eccxiomy:  by  midyear  the  expansion, 
as  expected,  had  developed  a  strong  momentum  of  its  own.  For  the  period 
after  mid- 1972,  the  emphasis  of  budget  policy  has  been  on  restraining  the 
growth  in  expenditures.  In  June,  the  Administration  requested  Congress 
to  impose  a  statutory  ceiling  of  $246  billion  on  unified  budget  outlays  for 
fiscal  1973 — an  amount  equal  to  the  original  spending  total  proposed  last 
January. 

The  shift  of  1972  revenue  sharing  payments  to  late  calendar  year  1972  and 
early  1973,  and  the  large  increase  in  social  security  benefits  late  in  1972,  had  a 
relatively  small  effect  on  the  level  of  spending  budgeted  for  calendar  1972. 
However,  both  changes  raised  the  level  of  expenditures  for  fiscal  1973  signifi¬ 
cantly  above  the  amount  originally  proposed. 

Anticipation  of  these  developments  heightened  concern  about  not  only 
the  level  and  growth  of  Federal  spending  but  the  potential  danger  to  the 
anti-inflationary  program  and  the  orderliness  of  the  econcxnic  expansion. 
In  September,  the  Administration  repeated  its  request  for  a  statutory 
ceiling  on  fiscal  1973  outlays,  this  time  at  the  $250  billion  level.  Although 
both  the  House  and  Senate  voted  favorably  on  the  ceiling — in  bills  of  differ¬ 
ent  form — final  congressitxial  approval  was  not  obtained. 

STATE  AND  LCX3AL  GOVERNMENTS 

State  and  local  government  purchases  rose  by  10  percent  from  1971  to 
1972,  a  rise  somewhat  below  that  projected  by  the  Council  at  the  start  of  the 
year.  The  shortfall  was  partly  due  to  the  delay  in  revenue  sharing;  but  this 
factor  should  not  be  overstressed,  because  the  relation  between  Federal  grants 
and  State  and  local  spending  is  neither  direct  nor  immediate.  Initially,  at 
least,  increased  Federal  grants  appear  as  increases  in  State  and  local 
surpluses. 

The  $5.2  billion  revenue  sharing  bill,  originally  scheduled  for  the  first 
quarter  of  1972,  was  passed  in  October.  The  first  payment  for  1972  was 
made  retroactively  in  E)ecember,  when  a  half-year’s  instalment  of  $2.62 
billion  (recorded  in  the  national  income  accounts  at  an  atmual  rate  of  $10.5 
billion  in  the  fourth  quarter)  was  mailed  out  to  States  and  localities. 
The  remaining  half-year  instalment  was  mailed  in  January  1973.  In  April 
1973  the  payments  are  scheduled  to  revert  to  an  annual  rate  of  $6.0  bil¬ 
lion  payable  quarterly. 

The  beginning  of  revenue  sharing  in  the  fourth  quarter  has  increased  the 
level  of  Federal  grants  and  the  likelihood  that  State  and  local  governments 
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will  continue  to  run  large  surpluses  for  a  time  in  NIA  terms.  With  the  level 

Federal  grants  now  increased  by  the  advent  of  revenue  sharing  and  with 
the  growing  importance  of  State  and  local  government  spending,  the  be¬ 
havior  of  the  revenues  and  expenditures  of  State  and  local  governments 
assumes  much  greater  importance  in  the  assessment  of  the  effects  of  Federal 
fiscal  pc^cy. 

FINANCIAL  POLICY  AND  FINANCIAL  MARKETS 

Althou^  the  financial  requirements  of  last  year’s  expansion  were  con¬ 
siderable,  they  were  generally  accommodated  in  a  satisfactory  fashicxi.  The 
large  demand  for  funds  was  accompanied  by  remarkably  mild  increases  in 
short-term  interest  rates.  Ixxig-term  rates  on  balance  actually  declined.  The 
money  supply  expanded  by  8.2  percent  over  the  year  (December  to  Decem¬ 
ber)  ,  clearly  less  than  the  expansion  of  10.9  percent  in  nominal  GNP.  Hous¬ 
ing  and  mortgage  markets  enjoyed  a  record  year  with  a  reduced  need  for 
Federal  assistance. 

MONETARY  POLICY 

Federal  Reserve  g^oals  in  1972  were  “sustainable  real  economic  growth 
and  increased  employment,  abatement  of  inflationary  pressiues,  and  attain¬ 
ment  of  reasonable  equilibrium  in  the  country’s  balance  of  payments.’’ 
Throughout  the  year  Federal  Reserve  effmts  were  directed  toward  estab¬ 
lishing  financial  market  conditions  conducive  to  these  goals. 

Monetary  expansion  in  the  fourth  quarter  of  1971  had  been  unusually 
slow:  the  seasonally  adjusted  annual  rate  of  growth  (measured  from  the 
final  month  (tf  the  third  quarter  to  the  final  mcmth  of  the  fourth  quarter) 
was  1.1  percent.  The  rate  was  low  historically  and  below  the  Federal  Re¬ 
serve’s  target  rate.  As  a  result  of  this  shortfall  and  the  requirements  of  the  on¬ 
going  economic  expansion,  the  Federal  Reserve  moved  to  increase  the  rate 
of  monetary  growth  in  the  first  quarter  of  1972.  To  help  achieve  this  ob¬ 
jective  the  System  acted  to  ease  credit  market  conditions.  At  the  same  time, 
in  the  execution  of  policy  it  gave  increased  emphasis  to  the  growth  in  bank 
reserves  by  means  of  a  new  reserve  concept:  reserves  available  to  support 
private  nonbank  deposits  (RPD’s).  The  adoption  of  this  additional  target 
for  daily  operations  was  taken  partly  because  of  the  difficulty  the  System 
had  experienced  in  1971  in  controlling  the  monetary  gpnowth  rate  by  influ¬ 
encing  the  Federal  funds  rate.  While  the  monetary  growth  rate  remained 
the  intermediate  target  for  policy,  day-to-day  operati<ms  were  carried  out 
in  terms  (rf  an  RPD  guide  range  as  well  as  money  market  conditions. 

In  the  first  quarter  of  1972  the  rate  growth  in  the  narrowly  defined 
money  stock  rose  to  9.6  percent  per  annum.  SiiK;e  this  was  a  some\sdiat  faster 
rate  than  the  Federal  Reserve  had  expected,  operating  policy  sought  to 
restrain  monetary  g^wth  and  to  allow  market  interest  rates  to  rise. 
This  posture  was  maintained  through  the  summer  and  early  autunm;  the 
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target  for  the  rise  in  RPD’s  was  gradually  reduced  from  a  range  of  9  to  1 3  per¬ 
cent  for  March-April  to  a  3-  to  7-percent  range  for  July-August. 

In  the  third  quarter,  the  continuation  of  strong  economic  expansion  in¬ 
creased  the  quantity  of  money  demanded  and  pressed  the  cost  of  credit 
upward.  Since  excessive  monetary  accommodation  would  have  had  serious 
implications  for  future  inflation,  the  Federal  Reserve  sought  only  “moder¬ 
ate”  gro%%rth  in  the  monetary  aggregates.  For  the  third  quarter,  RPD’s  rose 
at  a  10.3-percent  rate,  while  the  monetary  growth  rate  increased  to  8.7  per¬ 
cent  from  5.4  percent  in  the  second.  Short-term  market  interest  rates  rose 
gradually,  as  indicated  by  the  increase  in  the  Federal  funds  rate  fitxn  an 
average  of  4.46  percent  in  June  to  4.87  percent  in  September. 

Late  in  the  third  quarter  and  early  in  the  fourth,  a  policy  of  somewhat 
more  restraint  was  adopted,  but  the  conduct  monetary  policy  was  com¬ 
plicated  in  the  fourth  quarter  by  changes  in  Federal  Reserve  Regulations 
D  and  J.  These  changes  restructured  reserve  requirements  according  to  bank 
size  and  speeded  the  payment  of  checks.  Both  shifts  radically  altered  the 
volume  of  reserves  which  banks  desired  and  accumulated,  and  monetary 
policy  necessarily  proceeded  cautiously  to  allow  the  banking  system  to  ad- 
jiist  to  the  new  regulations  without  influencing  monetary  aggregates  or 
financial  markets.  Short  rates  rose  further  during  the  quarter,  with  the  rate 
for  Federal  funds  increasing  to  5.33  percent  in  December.  Nevertheless  the 
rate  of  monetary  growth  accelerated. 

One  of  the  advantages  of  the  shift  in  policy  emphasis  to  an  RPD  tai^et  is 
that  this  procedure  improves  control  over  the  monetary  growth  rate  and 
protects  the  economy  against  fluctuations  that  might  take  place  if  only  an 
interest  rate  target  is  used.  Although  other  considerations  also  affected  the 
formulation  of  policy  in  1972,  the  adoption  of  the  new  procedures  appears 
to  have  had  a  stabilizing  effect  on  monetary  growth.  While  the  money  stock 
grew  by  8.2  percent  from  December  1971  to  December  1972 — up  from  6.2 
percent  in  1971  and  5.4  pjercent  in  1970 — hs  behavior  was  smoother  during 
1972  than  in  the  2  preceding  years.  For  example,  the  quarterly  growth  rate 
ranged  from  5.4  to  9.6  percent  in  1972  as  compared  to  a  range  of  1.1  to  11.0 
percent  in  1971. 

Although  the  monetary  growth  rate  over  the  course  of  1972  was  lower 
than  the  corresponding  rise  in  real  GNP,  it  was  still  the  second  highest  df 
the  post-World  War  II  period.  As  is  usually  the  case,  assets  which  are  close 
substitutes  for  money  grew  even  faster  than  the  money  stock  during  1972. 
Regular  time  deposits  at  banks  rose  by  13  percent  during  the  year,  while 
accounts  of  nmibank  thrift  institutions  increased  by  17  percent.  Large 
negotiable  bank  certificates  of  deposits  rose  by  31  percent  for  the  year.  As 
in  1971,  the  rates  paid  by  thrift  institutions  on  deposits  were  higher  relative 
to  o|>en  market  rates  than  was  the  case  in  1969  and  1970,  and  this  was  a 
factor  contributing  to  heavy  deposit  inflows. 


46 


INTEREST  RATES 


A  notable  financial  development  in  1972  was  the  relatively  stable  behavior 
of  interest  rates.  Long-term  interest  rates  followed  a  generally  downward 
course  for  the  year  and  short-term  rates  rose  moderately,  even  though  many 
observers  had  anticipated  that  both  rates  would  increase  sharply  in  response 
to  the  credit  requirements  of  a  strong  econcnnic  expansion  (Chart  6).  The 
unusually  wide  spread  between  short-  and  long-term  rates  that  prevailed  at 
the  b^;inning  of  1972  narrowed  in  the  course  of  the  yesur  but  remained 
historically  large  at  yearend. 

Short-term  market  interest  rates  declined  in  January  and  February  and 
followed  a  generally  upward  path  for  the  remainder  of  the  year,  the  rise 
being  interrupted  by  tempcxary  declines  in  May  and  August  Commercial 
banks’  prime  rates,  which  are  generally  closely  related  to  market  rates,  also 
rose  over  the  year.  The  upward  pressure  on  short-term  rates  reflected  the 
underlying  growth  the  economy  as  a  whole  and  the  increasing  demands 
made  on  credit  markets  to  support  the  expansion.  The  increase  in  short¬ 
term  rates  Mras  ctmsiderably  milder,  however,  than  increases  experienced  at 
the  same  stage  of  past  economic  upturns. 

Long-term  market  rates  declined  on  balance  over  1972.  They  rose  throu^ 
April  but  thereafter  fluctuated  below  April  peaks  on  a  generally  downward 
trend.  The  declining  trend  of  long-term  rates  at  the  same  time  that  short¬ 
term  rates  rose  was  an  interesting  feature  of  1972.  While  short  and  kmg 
rates  can  move  in  opposite  directions  (if,  for  example,  there  is  a  sharp 
chauige  in  expectations  about  levels  of  future  interest  rates)  historically  short 
and  long  rates  have  tended  to  move  in  the  same  direction.  Several  forces 
produced  this  divergence  in  1972. 

First,  at  least  two  factors  probably  led  investors  to  be  less  desirous  of  hold¬ 
ing  funds  in  highly  liquid  forms:  increasing  certainty  about  the  strength  of 
the  economic  expansion  in  1972,  and  less  uncertainty  about  the  effects  of 
controls  (xi  wages  and  prices. 

Second,  foreign  central  banks  slowed  the  pace  at  which  they  bought  short¬ 
term  Treasury  securities  with  the  dollars  accumulated  through  their  balance- 
(rf-payments  surpluses.  This  reduction  resulted  from  both  a  slowing  of  the 
dollar  outflow  fixxn  the  United  States  and  a  shift  in  preferences  of  foreign 
official  institutions  toward  obligations  with  longer  maturities,  e^iecially 
after  it  became  clear  that  the  flow  of  dc^lars  back  into  the  United  States 
following  the  Smithsonian  Agreement  in  December  1971  was  smaller  than 
had  been  expected  earlier. 

Third,  the  downward  revisicm  of  expectations  ctf  future  inflation  seems 
to  have  extended  to  longer  horizons  in  1972,  causing  estimates  long  rates 
to  be  lowered.  (See  Chapter  2.)  In  addition,  the  levels  of  real  interest  rates 
expected  in  the  futiue  may  have  been  reduced  as  it  became  evident  that  the 
rise  in  actual  rates  in  1972  was  much  milder  than  had  been  widdy 
anticipated. 
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Mortgage  Interest  Rates 

Mortgage  interest  rates,  which  had  followed  a  downward  trend  in  late 
1971,  continued  to  decline  in  early  1972.  They  reached  thrir  lows  for  the 
year  in  April  and  moved  up  slightly  thereafter,  even  though  other  long  rates 
continued  to  edge  down.  The  increases  in  mortgage  rates  have  been  small: 
from  April  to  November,  the  contract  rate  on  conventional  mortgages  for 
new  homes  rose  frwn  7.38  to  7.50  percent,  still  below  the  7.68-percent  level 
of  October  1971  and  well  below  the  rates  that  prevailed  for  all  of  1970. 

Assistance  to  Mortgage  Markets 

The  mortgage  and  housing  markets  in  1972  enjoyed  a  pro^rous  year 
with  considerably  less  support  from  Federal  agencies  than  in  previous  years. 
There  was  less  upward  pressure  on  all  interest  rates  than  in  past  years. 
Partly  as  a  consequence  of  this,  there  was  a  strong  inflow  funds  to  financial 
intermediaries,  particularly  savings  and  loan  associations  and  mutual  savings 
banks.  As  in  1971,  these  institutions,  which  lend  the  bulk  of  their  funds  on 
residential  mortgages,  added  to  their  mortgage  holdings  on  a  larger  scale 
than  in  previous  years. 

The  program  of  the  Government  National  Mortgage  Associatkm 
(GNMA)  for  reducing -discounts  on  federally  insured  mortgage  loans — the 
“tandem  plan” — ^was  largely  dormant  during  the  year  because  the  de¬ 
cline  in  market  rates  lowered  those  discounts  to  support  levels.  How¬ 
ever,  GNMA  continued  to  develop  and  expand  its  3-year-old  mort¬ 
gage-backed  securities  program,  \^duch  is  designed  to  attract  new  funds  for 
housing  finance  by  increasing  the  ability  of  residential  borrowers  to  compete 
in  the  general  capital  market.  The  issuance  of  GNMA  securities  increased 
to  $3.6  billion  in  1972,  as  compared  to  $3.0  bilHon  in  1971. 

The  Federal  National  Mortgage  Association  (FNMA)  was  also  a  steady 
purchaser  of  FHA-  and  VA-insured  mortgages  over  the  year,  although  on 
a  smaller  scale  than  in  1970  and  1971.  For  1972,  FNMA’s  net  acquisiticm 
mortgages  was  $2.0  billion,  compared  with  $4.4  and  $2.4  billion  in  1970  and 
1971,  respectively.  The  Federal  Home  Loan  Mortgage  Corporation  pur¬ 
chased  $1.3  billion  in  conventional  and  insured  mortgages  as  ag^ainst  $0.8 
billion  in  1971. 

The  Federal  Home  Loan  Bank  Board  also  took  a  number  steps  toward 
strengthening  the  ability  of  savings  and  loan  associations  to  compete  for 
funds  as  a  means  of  increasing  the  flow  of  funds  into  the  mortgage  maiket. 
These  steps  included:  (1)  An  increase  from  $30,000  to  $36,000  in  the 
maximum  loan  limit  on  95-percent  conventional  loans  of  Federal  associ* 
ati(His,  (2)  an  increase  from  5  to  10  percent  in  the  fraction  of  total  loans 
that  Federal  associations  can  hold  in  the  form  mobile  home  loans,  and 
(3)  approval  (rf  the  issuance  of  subordinated  debt  instruments  of  7  years 
or  longer  maturity  by  savings  and  loan  associations  as  a  new  source  of  funds. 
It  also  proposed  regulations  for  variable  rate  mortgages  for  federally  char¬ 
tered  associations. 
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FOURTH  QUARTER  DEVELOPMENTS 

The  year  1972  ended  with  considerable  forward  momentum  in  economic 
activity.  According  to  preliminary  fourth  quarter  data,  GNP  rose  by  $32 
billion,  or  at  a  seasonally  adjusted  annual  rate  of  11J<^  percent.  The  rise  in 
real  terms  was  percent,  and  the  price  rise  as  measured  by  the  GNP 
deflator  2^  percent.  Judging  from  monthly  indicators  such  as  industrial 
production,  the  course  of  output  was  strongly  upward  through  the  quarter. 

All  major  components,  except  for  Federal  purchases  of  goods  and  serv¬ 
ices,  contributed  to  the  large  fourth-quarter  rise  in  demand.  Consumer 
•spending  was  exceptionally  strong,  rising  by  $17j/^  billion.  Underlying  the 
strength  of  consumer  demand  was  a  sharp  rise  in  payrolls,  which  reflected 
rising  employment  and  a  longer  woricweek,  notably  in  the  manufacturing 
sector.  In  addition,  the  increase  in  earned  income  was  supplemented  by 
the  enlarged  payments  of  social  security  benefits  that  had  begun  in  October. 
Total  retail  sales  in  December  were  11J4  percent  above  the  level  of 
December  1971.  Fixed  investment  also  rose  substantially  in  the  final  quarter, 
and  it  appeared  that  businessmen  were  stepping  up  their  rate  of  inventory 
accumulation  in  order  to  accommodate  the  increased  volume  of  sales. 

Civilian  employment  rose  by  525,000  during  the  quarter  to  a  total  of  82.8 
million  in  December,  about  3  percent  above  the  level  of  a  year  earlier.  The 
unemployment  rate  declined  to  5.1  percent  in  December,  compared  to  a  rate 
of  6.0  percent  in  December  1971.  All  major  age  and  sex  groups  were  affected 
by  the  decline  in  unemployment,  but  the  reduction  was  especially  marked  for 
adult  males  in  the  prime  working-age  bracket. 

Price  performance  was  mixed.  From  September  to  December  the  CPI 
rose  at  a  seasonally  adjusted  annual  rate  of  3.2  percent,  or  2.5  percent  ex¬ 
cluding  food.  The  WPI  showed  an  extraordinary  increase  (9.6  percent 
annual  rate)  because  of  sharp  rises  in  farm  and  food  prices;  in  CMitrast, 
the  rise  in  wholesale  industrial  prices  was  only  2  percent.  The  pronounced 
increases  in  farm  and  food  prices,  which  posed  a  serious  threat  to  the  entire 
stabilization  program,  led  to  new  pjolicy  initiatives  at  the  start  of  1973. 
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CHAPTER  2 


i 

I 

i  Inflation  Control  Under  the  Economic 

i  Stabilization  Act 


Public  Law  92-210,  the  Economic  Stabilization  Act  Amendments 
of  1971,  requires  that  the  Economic  Report  of  the  President  include  a 
section  “describing  the  actions  taken  imder  this  title  during  the  preceding 
year  and  giving  his  assessment  the  progress  attained  in  achieving  the 
purposes  of  this  title.”  This  chapter  and  the  supplement  included  in 
Apptendix  A  of  this  Report  are  intended  to  fulfill  that  requirement. 
There  is,  however,  no  intent  to  represent  the  description  of  the  control 
regulations  contained  herein  as  l^;ally  binding  interpretations. 


The  united  states  has  had  general  price  and  wage  controb 
before,  during  both  World  War  II  and  the  Korean  war.  But  1972 
marked  the  first  full  year  in  American  hutory  that  comprehensive  wage 
and  price  controb  were  in  effect  when  the  economy  was  not  dominated  by 
war  or  its  immediate  aftermath.  Judged  by  any  expectations  one  could 
derive  from  hbtory,  either  in  the  United  States  or  abroad,  the  system  was 
successful.  Nevertheless,  by  the  end  of  the  year  it  was  plain  that  although 
continuing  controb  could  make  a  further  contribution  to  economic  stabiliza¬ 
tion,  the  system  would  have  to  be  modified.  As  the  year  ended  the  Adminis¬ 
tration  was  developing  a  revbion  of  the  system  that  would  make  its  operation 
more  effective  and  at  the  same  time  lay  the  groundwork  for  its  terminati<Hi. 

THE  SITUATION  IN  AUGUST  1971 

To  understand  what  b  meant  by  the  “success”  of  the  controb  one  must 
go  back  to  the  conditions  \%^ch  exbted  in  the  sununer  of  1971.  By  then 
the  rate  inflation  had  declined  from  its  1969  peak,  and  output  and 
employment  were  expanding.  Neither  the  decline  in  the  inflation  rate 
nor  the  expansion  of  the  economy  had  been  as  maiked  as  people  had  hoped 
for  or  as  the  Adminbtration  had  forecast.  A  more  rapid  expansion  and  a 
further  slowdown  of  inflation  in  the  mcMiths  ahead  were  high  on  the  Ibt 
of  the  Nation’s  goab. 
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The  true  probabilities  for  the  future  behavior  of  the  economy — as  distin¬ 
guished  from  what  people  thought  might  happen — were  not  known.  How¬ 
ever  there  were  several  reasons  why  the  rate  of  inflation  mi^t  still  continue 
to  decline  after  August  1971.  First,  prices  and  wages  would  be  responding, 
with  a  lag,  to  the  slowdown  in  the  economy  that  had  occurred  earlier.  Sec¬ 
ond,  the  prospective  recovery  of  the  economy,  even  according  to  an  opti¬ 
mistic  view  of  its  pace,  would  still  leave  the  economy  in  a  situation  of  excess 
capacity  rather  than  excess  demand  throughout  1972.  Third,  more  rapid 
recovery  would  accelerate  the  rise  of  productivity  and  hold  down  the  rise 
of  unit  costs. 

On  the  other  hand,  there  were  reasons  why  the  inflation  rate,  which  had 
been  declining  since  1969,  might  not  only  stop  falling  but  might  accelerate. 
For  one  thing,  the  decline  might  already  have  ended.  The  Economic  Report 
of  1972  summarized  the  evidence  of  the  price  indexes  at  mid-1971 : 

(1)  Most  of  the  indexes  show  a  peak  rate  of  increase  at  some  time 
in  1969;  (2)  most  of  the  indexes  show  a  trough  at  some  time  in  1970; 
(3)  in  the  second  quarter  of  1971,  the  last  full  quarter  before  the  freeze, 
we  find  that  the  rate  of  increase  is  above  the  trough  in  all  instances 
but  below  the  peak  in  all  but  one  instance — wholesale  industrial  prices. 
That,  of  course,  is  a  serious  exception.  Although  it  does  not  negate 
the  improvement  shown  in  the  other  indexes,  the  exception  was  impor¬ 
tant  enough  and  the  other  improvements  small  enough  to  leave  un¬ 
certainty  about  the  future  decline  oi  inflation.* 

By  August  1971  the  recovery  of  the  economy  was  in  its  ninth  month. 
At  that  |x>int  in  earlier  recoveries  the  rate  of  inflation  had  begun  to  accel¬ 
erate,  rather  than  continue  to  decelerate.  This  might  have  happened  again 
after  August  1971 :  inflationary  expectations  and  the  effort  of  some  workers 
to  catch  up  with  the  cost  of  living  and  with  the  wage  increases  of  other 
workers  had  not  been  eliminated  during  the  period  of  economic  slowdown. 
Such  price-raising  forces  mig^t  have  been  suppressed  only  to  break  out 
again  when  the  pressure  of  deficient  demand  was  relaxed.  Indeed,  as  workers 
and  businessmen  became  more  aware  of  the  continued  expansion,  especially 
expansion  produced  by  Gk>vemment  action,  their  belief  that  rapid  inflation 
was  inevitable  would  be  reinforced  and  might  even  tend  to  generate  the 
feared  result. 

Althou^  the  feared  acceleration  of  inflation  was  associated  with  the 
prospect  of  economic  expansion,  it  should  be  clear  that  the  price  rises 
then  envisaged  for  the  period  ahead  would  not  be  the  direct  result  of  excess 
demand.  The  price  and  wage  increases  would  not  be  equilibrating  in  the 
sense  that  they  would  be  necessary  to  raise  output  into  balance  with  demand 
and  attract  workers.  Firms  would  have  been  willing  to  produce  more  at 
existing  prices,  and  workers  would  have  been  willing  to  supply  their  labor 
at  existing  wages,  if  they  could  not  raise  them.  But  both  groups  preferred 

*Revuion  of  leasonal  factors  since  the  above  was  written  has  slightly  altered  the 
wholesale  industrial  price  pattern  so  that  it  is  now  consistent  with  the  other  indexes. 


raising  wages  and  prices,  because  others  had  been  doing  so  and  because,  with 
expansion  underway,  they  anticipated  that  their  production  costs  or  living 
costs  would  be  rising  and  that  the  market  would  absorb  their  products  (H* 
labor  at  higher  prices  or  wages.  How  probable  this  more  pessimistic  scenario 
was  could  not  be  known,  but  it  was  not  a  negligible  possibility. 

Moreover,  even  if  the  more  pessimistic  outcome  was  actually  unlikely, 
there  was  widespread  fear  of  it,  and  this  fact  was  itself  important.  Anxiety 
about  inflation  among  consumers  was  believed  to  be  holding  back  a  revival 
of  consumer  spending.  Long-term  interest  rates  had  been  rising  in  the  spring 
and  summer  of  1971;  this  may  have  been  a  sig;n  of  renewed  inflationary 
expectations.  An  opinion  common  in  the  financial  ccHiunvuiity  was  that  stimu¬ 
lative  actions  by  the  Government  would  intensify  the  fear  of  inflation,  cause 
a  more  rapid  increase  of  interest  rates,  and  finally  hurt  rather  than  help  the 
economic  exp>ansion.  Also,  the  idea  that  the  American  inflation  was  endless 
and  uncontrollable  was  undermining  confidence  in  the  U.S.  dollar  and 
aggravating  the  balance-of-payments  problem.  These  fears  inhibited  the 
Government  from  taking  steps  to  expand  the  economy. 

In  this  situation  then,  the  purposes  of  the  controls  were  threefold: 

1.  To  reduce  the  risk  that  the  rate  of  inflation  would  rise  again  and  to 
increase  the  probability  of  further  decline; 

2.  To  reduce  the  fear  that  the  rate  of  inflation  would  rise  or  not  decline 
further;  and  thus, 

3.  To  strengthen  forces  for  expansion  in  the  private  economy  and  free 
the  Government  to  follow  a  more  expansive  policy. 

The  controls  were  to  be  used  to  help  achieve  these  goals  subject  to  the 
conditions  that  they: 

1.  Should  not  interfere  with  the  expansion  of  the  economy.  For  example, 
they  should  not  discourage  private  investment. 

2.  Should  not  impair  the  rise  of  productivity  by  reducing  incentives  to 
hold  down  costs  or  by  precipitating  strikes. 

3.  Should  be  fair  in  the  sense  that  they  should  not  adversely  affect  some 
groups  or  individuals  and  favor  others. 

4.  Should  not  impose  heavy  administrative  costs  either  on  the  Govern¬ 
ment  or  on  private  citizens. 

5.  Should  not  create  or  perpetuate  a  situation  in  which  termination  of 
the  ctmtrols  would  be  hi^ly  disruptive. 

The  controls  were  part  of  a  larger  program,  which  had  the  twin  objec¬ 
tives  of  economic  expansion  and  inflation  reduction.  The  broader  program 
included  a  fiscal  and  monetary  policy  which  would  initially  be  strongly 
expansive  but  would  become  less  so  as  the  economy  reached  hi^er  levels 
and  as  the  danger  of  excess  demand  became  greater.  One  of  the  major 
concerns  of  the  Administration  \^hen  it  instituted  controls  was  that  the 
country  would  come  to  rely  on  the  controls  and  feel  relieved  of  the  necessity 
to  exercise  restraint  in  Federal  spending  when  restraint  became  appropriate. 
This  concern  was  related  to  the  belief  that  controls  would  not  in  fau:t  be 
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able  to  hold  down  prices  and  wages  when  there  was  a  strong  excess  of  de¬ 
mand,  and  that  the  effort  to  do  so  would  result  in  shortages  and  distortion 
of  production. 

Another  program  element,  which  became  more  significant  as  the  year 
progressed,  was  the  attempt  to  use  the  policies  of  Government  to  hold  prices 
down  in  situations  of  shortage  by  promoting  expansion  of  supply.  The  food 
sector  provided  the  leading  instance  of  this  approach. 

The  controls  program  was  intended  to  be  temporary.  This  was  true  not 
only  of  the  freeze,  but  also  of  Hiase  II  and  its  modifications  as  they  developed 
during  1972.  Some  believe  that  the  United  States  faces  a  permanent  prob¬ 
lem  of  serious  inflation  beyond  the  capacity  of  prudent  fiscal  and  monetary 
policy  to  control.  In  contrast,  the  Administration  expected  that  if  the  total 
package  of  policies  were  well  managed  it  would  be  possible  to  enter  a  period 
of  reasonable  price  stability  without  controls.  In  any  case  the  control  sys¬ 
tem  of  1972  was  not  designed  to  last  forever.  If  a  means  of  dealing  with  a 
more  prolonged  problem  were  needed,  it  would  have  to  be  created  especially 
for  that  purpose. 

In  the  following  pages  of  this  chapter,  after  a  very  brief  description  of 
the  program,  we  review  how  far  its  objectives  were  achieved  by  the  end 
of  1972  and,  what  is  much  more  difficult,  to  what  extent  they  were  in  fact 
achieved  by  the  program  itself. 

THE  NATURE  OF  THE  PROGRAM 

The  supplement  to  this  chapter,  included  in  Appendix  A,  contains  a 
description  of  the  controls  program.  Further  details  may  be  found  in  the 
Quarterly  Reports  of  the  Cost  of  Living  Council  and  in  the  regulations 
issued  by  the  Council,  the  Pay  Board,  and  the  Price  Commission.  Here  we 
summarize  only  the  most  salient  points. 

1.  Goals.  The  goal  of  policy  was  to  get  the  rate  of  inflaticm,  as  measured 
by  the  consumer  price  index  (CPI),  down  to  2-3  percent  by  the  end  of 
1972.  The  upper  end  of  the  range  was  considered  to  be  not  far  below  what 
might  have  been  optimistically  exp>ected  without  controls;  but  at  the  same 
time  it  would  represent  significant  progress  from  the  earlier  rate  of  inflation. 
The  goal  was  set  in  the  expectation  that  food  prices  would  not  rise  sig¬ 
nificantly  more  than  other  prices. 

2.  Pay  standard.  To  achieve  this  goal  the  Pay  Board  (initially  consisting 
of  five  members  each  from  labor,  management,  and  the  general  public)  set  a 
basic  standard  of  percent  for  permissible  pay  increases.  This  figure  was 
related  to  the  inflation  goal  through  a  “normal”  or  trend  productivity  in¬ 
crease  of  3  percent,  which  would  yield  a  2  5/2 -percent  increase  in  unit  labor 
costs.  A  number  of  exceptions,  some  formulated  by  the  Board  and  some 
imposed  by  Congress  in  the  Econcwnic  Stabilization  Act  Amendments  of  1971, 
permitted  increases  beyond  5J4  percent.  But  the  standards  only  set  maximum 
limits ;  they  did  not  set  a  floor. 
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3.  Price  standard.  The  Price  Conunission  specified  that  prices  could 
increase  above  their  August  1971  level  no  more  than  would  be  proportioiud 
to  the  increase  of  costs  over  the  same  pteriod,  subject  to  the  further  proviso 
that,  if  prices  were  raised,  a  firm’s  pix^t  margin  in  relation  to  sales  could  not 
exceed  the  average  rate  of  the  best  2  of  the  3  fiscal  years  preceding  August 
1971.  Again  a  number  of  exceptions  were  made,  generally  further  limiting 
permissible  price  increases. 

4.  Term  limit  pricing  {TLP).  Agreements  were  worked  out  indi¬ 
vidually  by  the  Price  Commission  with  many  of  the  largest  c<xnpanies, 
specifying  the  maximum  amoimt  by  which  they  could  raise  their  average 
prices  during  the  coming  year.  Thus  the  companies  were  relieved  the 
necessity  to  obtain  advance  approval  for  individual  price  increases  and 
the  Price  Commission  was  relieved  of  a  considerable  administrative  biuden. 
The  agreement  usually  specified  a  maximmn  amount  by  which  any  indi¬ 
vidual  price  could  be  raised.  For  example,  the  agreement  mi^t  provide 
that  a  company’s  average  price  could  not  rise  more  than  1.8  percent  and 
that  no  single  price  could  rise  more  than  8  percent  The  TLP  did  not  relax 
the  profit-margin  limit  for  the  firm. 

5.  Firm-by-firm  control.  Price  and  wage  control  was  exercised  on  a  firm- 
by-firm  basis,  and  on  the  basis  of  collective  bargaining  units.  The  control 
agency  did  not  set  ceiling  prices  at  which  specified  commodities  could  be 
sold  by  any  seller.  It  did  not  set  ceiling  wage  rates  for  particular  individuals 
or  occupations.  Instead  it  laid  down  rules  by  which  the  individual  company 
could  determine  its  ceiling  prices,  and  these  might  differ  fnxn  the  ceiling 
price  at  which  a  different  ccwnpany  sold  the  same  commodities.  Similarly  the 
rules  limited  the  average  wage  increase  for  the  woriiers  covered  by  a  single 
company  or  bargaining  unit,  and  these  increases  mig^t  permit  different 
pay  for  the  same  occupation  in  different  firms.  Such  a  system  kept  the  ad¬ 
ministrative  burden  on  the  Government  small  and  was  probably  the  only 
feasible  way  to  make  a  rapid  transition  fimn  the  freeze  to  the 
more  flexible  controls  of  Phase  II.  On  the  other  hand,  the  firm-by-firm 
approach  may  have  raised  the  costs  of  compliamce  for  the  private  sectm*. 
The  variations  that  the  system  allowed  in  different  firms’  prices  for  the 
same  product  mi^t  have  been  a  source  of  inefficiency  and  inequity  in  a 
situation  of  excess  demand,  but,  vmder  the  conditions  prevailing  in  most 
industries  during  1972,  competition  tended  to  bring  about  uniform  prices 
despite  differences  in  ceilings. 

6.  Exemptions.  The  most  important  exemption  fttnn  the  controls  system 
applied  to  farm  products,  defined  to  include  timber  and  unprocessed  fishery 
products  also.  The  reason  for  the  exemption  wu  that  pricing  of  these 
products  took  place  in  extremely  competitive  markets  and  adjusted  quickly 
to  changing  market  conditions;  repressing  price  increases  by  controb  would 
therefore  cause  shortages  and  require  rationing.  Interest  rates  were  not  sub¬ 
ject  to  mandatory  controls  for  the  same  reasrni,  although  voluntary  restraint 
was  sought  in  raising  adminutered  interest  rates  (mortgage  rates,  con- 
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sumers’  credit  rates,  and  the  banks’  prime  lending  rate) .  Imports 
and  experts  were  also  exempt.  The  Economic  Stabilization  Act 
exempted  wages  of  low-income  workers  from  control,  and  the  subsequent 
definition  of  this  class  excluded  about  40  percent  of  all  private  nonfarm 
workers.  After  the  Phase  II  system  had  been  in  operation  for  some  months, 
firms,  collective  bargaining  units,  and  landlords,  below  certain  size  limits, 
were  exempted  from  control.  This  removed  from  control  the  largest  pro¬ 
portion  of  all  economic  units  in  the  country,  p>emiitting  administrative  re¬ 
sources  to  be  concentrated  on  the  remaining  units,  which  still  accounted  for 
most  of  the  economic  activity  and  which,  by  their  competition,  restrained 
price  increases  in  the  uncontrolled  sector. 

7.  Administration  and  reporting.  For  checking  compliance  with  the  price 
standards,  firms  were  divided  by  size  into  three  tiers.  The  largest.  Tier  I 
firms,  were  required  to  notify  the  Price  Commission  and  obtain  approval  in 
advance  of  price  increases,  unless  they  had  a  prior  term  limit  pricing  agree¬ 
ment.  Tier  II  firms  submitted  quarterly  reports,  as  did  the  Tier  I  firms;  but 
the  Tier  II  firms  were  not  required  to  submit  advance  notification  of  in¬ 
creases.  Tier  III  firms  were  not  required  to  submit  reports  but  were  expected 
to  maintain  records  which  would  permit  auditing  of  compliance.  Some¬ 
what  comparable  procedures  were  established  for  monitoring  pay  increases. 

PRICES  AND  WAGES  DURING  THE  CONTROLS  PERIOD 

According  to  the  indexes  which  provide  comprehensive  measures  of  the 
movement  of  prices  in  the  United  States,  the  rate  of  inflation  has  declined 
significantly  during  the  controls  f)eriod  (Table  15  and  Chart  7) .  Price  beha¬ 
vior  has  been  dominated  by  two  facts:  The  rate  of  increase  of  prices  other 
than  farm  prices  declined  markedly  compared  with  the  precontrol  period; 
and  the  rate  of  increase  of  farm  prices  increased  markedly  compared  with 
the  precontrol  period.  The  decline  in  the  rate  of  inflation  obviously  is  there¬ 
fore  smaller  in  indexes  which  accord  a  heavy  weight  to  farm  and  food  prices 
than  it  is  in  more  comprehensive  indexes  like  the  consumer  price  index,  the 
gross  national  product  (GNP)  deflator,  the  private  output  deflator,  and  the 
personal  consumption  expenditure  deflator.  Only  the  wholesale  price  index 
(WPI)  fails  to  show  this  slowdown  in  the  rate  of  inflation.  However,  the 
WPI  reflects  the  prices  of  only  about  half  the  output  produced  or  purchased 
in  the  United  States,  and  it  gives  considerably  more  weight  to  farm  products 
than  is  present  in  family  budgets  or  in  the  national  economy. 

The  broad  price  indexes  clearly  show  the  sharp  decline  of  the  inflation 
rate  during  the  freeze,  the  rise  during  the  bulge  after  the  freeze,  and  a  de¬ 
cline  thereafter  to  a  rate  below  that  of  early  1971.  The  sole  exception  is 
farm  products. 
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Table  15. — Changts  in  prict  ituastires,  1968  to  1972 
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15 
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16 
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5.1 

4.3 
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1.5 

Farm . 
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-7.3 
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20.1 
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<  Total  GN  P  lass  nat  axports  of  foods  and  sarvicas. 

Sourcas :  Dapartmant  of  Commarca,  Buraau  of  Economic  Analysis,  and  Oapartmant  of  Labor,  Buroau  of  Labor  Statistics. 

Since  most  nonfarm  prices  were  subject  to  controls  and  farm  prices  were 
not,  it  is  theoretically  possible  that  the  contrds  generated  pressures  ^^ch 
increased  farm  prices.  This  possibility  is  significant  because  food  prices  are  an 
important  part  of  consumer  budgets.  However,  there  is  no  evidence  to  in¬ 
dicate  that  the  increase  of  farm  prices  was  stimulated  by  the  control  of 
prices  in  other  sectors. 

There  is,  on  the  contrary,  considerable  evidence  which  jx^ts  to  domestic 
supply  conditions  and  an  increase  in  foreign  demand  as  the  main  contribu¬ 
tors  to  the  rise  in  farm  prices,  and  these  two  factors  would  have  had  much 
the  same  effect  even  in  the  absence  of  a  controls  system.  The  supply  of  food 
for  domestic  consumption  not  only  failed  to  rise  but  actually  declined  on  a 
per  capita  basis,  for  two  reasons.  Fint,  domestic  food  production  declined 
because  of  unfavorable  natural  conditions,  including  the  earlier  com  blight 
and  bad  weather  in  1972;  hence,  despite  a  rise  in  imports  and  a  reduction 
in  carryover  stocks,  the  supply  available  for  domestic  use  and  exports  fell. 
Second,  food  exports  increased  significantly  because  of  bad  growing  weather 
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j/  seasonally  adjusted  annual  rates. 
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SOURCES:  DEPARTMENT  OF  COMMERCE  AND  DEPARTMENT  OF  LABOR 


abroad.  These  exports  were  facilitated  by  U.S.  arrangements  to  permit  the 
financing  of  grain  exports  to  the  U.S.S.R. 

An  additional  factor  which  retarded  the  decline  some  the  indexes 
was  the  behavior  of  import  prices.  Because  of  the  devaluation  of  the  U.S. 
dollar  and  rapid  inflation  abroad,  the  dollar  prices  of  imports  rose  more 
rapidly  than  U.S.  prices.  As  a  result,  indexes  which  reflect  {Hices  of  U.S. 
purchases,  such  as  the  CPI  and  the  personal  consumption  expenditure  de¬ 
flator,  rose  more  rapidly  than  indexes  which  reflect  the  prices  of  U.S.  output, 
such  as  the  GNP  deflator  and  the  private  output  deflator.  This  difference  in 
behavior  is  reflected  in  the  comparison,  near  the  bottom  of  Table  15,  of 
the  price  deflator  for  GNP  and  the  price  deflator  for  total  U.S.  purchases 
(GNP  plus  imports  minus  exports) . 

Statistics  on  wage  increases  also  showed  a  marked  deceleration  during  the 
controls  period.  Here  too  there  is  an  initial  sharp  decline  associated  with  the 
freeze,  followed  by  a  brief  upsurge  in  the  months  after  the  freeze,  and  then 
a  settling  back  to  a  rate  below  the  level  prior  to  the  freeze.  Several  measures 
of  wage  change  are  shown  in  Table  16  and  Chart  8. 

Chart  • 

Changes  in  Compensation  in  the 
Private  Nonfarm  Economy 

PERCENT  CHANGE  FROM  2  QUARTERS  EARUaV 


J/  SEASONALLY  ADJUSTED  ANNUAL  RATES. 

3/  ADJUSTED  FOR  OVERTIME  (IN  MANUFACTURING  ONLY)  AND  FOR  INTERINDUSTRY  EMPLOYMENT  SHIFTS. 
SOURCE:  DEPARTMENT  OF  LABOR. 
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Table  16.— Ckmigts  in  wag*  mtasnrts,  1969  to  1972 
(PwcMt;  MMonaUy  tdiintid  (immI  rttM| 
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Additional  evidence  of  the  decline  of  the  inflation  rate  is  provided  by  the 
substantial  reduction  in  the  size  of  negotiated  increases  in  collective  bar¬ 
gaining  agreements  covering  1,000  or  more  workers;  the  typical  wage  in¬ 
crease  negotiated  for  the  first  year  of  a  contract  had  been  11.8  percent  for 
the  first  9  months  of  1971  and  11.9  piercent  during  all  of  1970.  In  contrast, 
this  first-year  increase  declined  to  7.6  percent  for  all  of  Phase  II  and  to  an 
even  more  moderate  6.6  percent  during  the  last  3  quarters  of  1972.  For 
manufacturing  alone,  the  first-year  increase  was  8.1  percent  in  1970,  11 
percent  during  the  first  9  months  of  1971,  and  6.9  percent  during  Phase  II. 
Construction  first-year  wage  increases,  which  had  averaged  18.1  j)ercent  in 
the  4  quarters  prior  to  the  establishment  of  the  Construction  Industry 
Stabilization  Committee  in  early  1971,  slowed  to  12.5  percent  during  the 
first  year  of  the  CISC’s  operation  and  to  5.8  percent  during  the  last  3 
quarters  of  1972. 

Did  Controls  Reduce  the  Inflation  Rate? 

The  fact  that  the  rate  of  increase  of  both  prices  and  wages  declined  during 
the  controls  period  does  not  prove  that  the  controls  themselves  reduced  the 
rate  of  inflation.  There  are,  naturally,  two  views  on  this  subject;  one  is  that 
they  were  effective  and  the  other  b  that  they  were  not. 

Those  who  say  the  controU  were  not  effective  rely  primarily  on  the  ob¬ 
servation  that  the  rate  of  inflation  was  declining  before  the  controls  began 
and  that  no  sharp  discontinuity  in  the  decline  of  the  rate  of  inflation  can  be 
dated  from  the  beginning  of  the  controls.  Although  a  sharp  cut  in  the  in¬ 
flation  rate  accompanied  the  freeze,  and  a  bulge  followed  the  relaxation 
of  the  freeze,  these  can  be  regarded  as  only  briefly  dbplacing  in  time  the 
trend  of  prices  that  would  otherwise  have  occurred. 


The  difficulty  with  this  argument  lies  in  the  absence  of  any  assurance 
that  the  decline  in  the  inflation  rate  which  had  occurred  before  the  freeze 
would  have  continued  without  it.  The  controls  were  imposed  largely  be¬ 
cause  there  was  no  such  assurance.  Some  of  the  reasons  for  the  fear  that  the 
inflation  rate  would  not  continue  to  decline  have  been  given  earlier  in  this 
chapter. 

The  facts  are  that  some  price  and  wage  increases  were  below  the  per¬ 
mitted  amounts  and  that  there  have  been  few  if  any  cases  of  shortages  at 
ceiling  prices.  But  the  first  of  these  points  is  not  inconsistent  with  the 
controls  having  held  down  the  average  rate  of  inflation  by  holding  down  a 
significant  number  of  price  and  wage  increases.  And  the  second  point  is 
consistent  with  the  underlying  rationale  of  the  controls,  which  is  that  the 
price  and  wage  increases  to  be  restrained  were  not  increases  necessary  to 
avert  shortages. 

The  case  for  the  effectiveness  of  controls  rests  in  part  on  econometric 
study  of  the  relation  between  the  rate  of  inflation  and  other  variables, 
such  as  unemployment,  prior  inflation  rates,  and  growth  of  demand. 
The  relations  derived  frmn  past  experience  are  used  to  project  v^at 
the  inflation  rate  would  have  been  in  the  absence  of  contrds.  Since,  as  has 
turned  out  in  several  studies,  the  projected  inflation  rate  was  laxger  than  the 
rate  actually  experienced  in  1972,  the  conclusion  is  that  the  controls  reduced 
the  inflation  rate,  and  by  the  amount  the  difference.  Although  these 
studies  ask  the  right  question — What  would  the  inflation  rate  have  been 
without  the  controls? — the  poor  record  of  this  technique  in  predicting  the 
rate  of  inflation  prior  to  ccmtrols  does  not  inspire  confidence  in  thm  answer, 
and  evidence  from  this  source  must  be  regarded  as  inconclusive. 

One  interesting  set  of  facts  bearing  on  the  effectiveness  of  the  controls  sys¬ 
tem  is  the  distribution  by  size  of  wage  adjustments  in  collective  bargaining 
agreements.  The  data  are  shown  in  Table  17.  The  reduction  from  1970  and 
1971  to  1972  in  the  percentage  of  workers  receiving  increases  of  10  percent 
or  more  is  striking,  and  it  may  reflect  the  curtailment  of  big  increases 
by  the  controls.  In  1968,  when  there  were  no  controk  and  the  average  in¬ 
creases  were  about  the  same  as  in  1972,  the  percentage  of  very  large  in¬ 
creases  was  also  much  less  than  in  1970  and  1971.  Still,  the  1972  distribution 
is  more  ccxnpressed  than  that  of  1968,  at  least  in  manufacturing:  the  pro¬ 
portion  of  very  large  adjustments  was  below  the  1968  level.  The  group  of 
industries  negotiating  increases  in  1972  was  different  from  that  in  1968, 
however,  and  this  may  help  explain  the  difference  in  the  distribution. 

We  believe  it  k  probable  that  the  controk  did  reduce  the  rate  of  inflation, 
but  the  magnitude  of  the  reduction  k  uncertain.  There  are  a  number  of 
individual  cases  in  which  the  controk  seem  to  have  restrained  price  and 
wage  increases,  and  it  k  hard  to  And  cases  in  which  the  controk  have  stimu¬ 
lated  increases.  The  slowdown  of  wage  increases  and  of  the  private  GNP 
deflator  k  more  pronounced  during  the  controk  p)eriod  than  before  it.  But 
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Table  17. — Fint-ytar  wag*  rat*  Chang**  in  colUctiv*  bargaining  agr**mtnts  eop*ring  1,000 
warkart  or  mor*,  1968  and  1970-72 
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one  cannot  be  sure  that  the  ccmtrols  had  an  effect  on  the  rate  of  inflation. 
Still  less  can  the  size  of  the  effect  be  gauged. 

However,  this  uncertainty  does  not  imply  an  equal  imcertainty  about  the 
value  of  the  controls.  As  we  said  at  the  outset,  the  controls  were  intended  to 
deal  with  the  risk  that  inflation  would  again  accelerate.  To  reduce  that 
risk  substantially,  as  we  believe  the  controls  did,  was  a  very  significant  con¬ 
tribution,  but  one  that  would  not  necessarily  show  up  in  a  reduction  of  the 
inflation  rate  below  what  would  most  probably  have  occurred  without  the 
controls. 

Reducing  Inflationary  Expectations 

The  goal  of  policy  in  1971  and  1972,  as  we  have  pmnted  out,  was  not  only 
to  reduce  the  probable  rate  of  inflation  but  also  to  reduce  the  general  fear  of 
continued  or  rising  inflation  and  thus  to  increase  confidence  in  die  achieve¬ 
ment  of  price  stability.  A  change  in  the  perception  of  the  U.S.  inflation 
problem  has  taken  place.  The  controls  have  made  a  substantial  contribu¬ 
tion  to  this. 

There  are  no  completely  satisfactory  measurements  of  people's  ex¬ 
pectations  and  fears  about  inflation.  But  everyone  who  has  examined  his 
own  thinking  and  the  thinking  of  other  people  in  1970,  1971,  and  1972  can 
see  that  a  change  has  occurred  since  the  controls  were  imposed,  and  these 
changes  are  reflected  in  available  public  attitude  surveys.  For  example,  the 
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prc^rtion  of  people  surveyed  in  a  poll  who  said  they  thought  there  was  a 
current  danger  of  inflation  declined  from  about  85  percent  just  before  the 
freeze  to  about  60  percent  in  December  1972.  The  proportion  who  said 
they  feared  inflation  at  that  time  more  than  a  year  earlier  fell  from  70  per¬ 
cent  to  about  35  percent.  Any  other  outcome  would  be  strange.  For  a  great 
many  people  the  idea  that  inflation  could  be  reduced  by  fiscal  and  monetary 
restraint  is  unreal  and  abstract.  Disbelief  on  this  score  was  reinforced  by  the 
disappointing  contrast  between  the  many  forecasts  that  inflation  would 
decline  markedly  in  1970  and  1971  and  the  actuality.  On  the  other  hand, 
nothing  seems  more  obvious  than  that  the  imposition  of  controls  should  c\irb 
inflation.  Moreover,  the  controls  had  a  symbolic  value  as  evidence  of  the 
Government’s  determination  to  take  whatever  steps  might  be  necessary 
to  check  inflation. 

Concern  about  inflation  did  not,  of  course,  disappear.  From  time  to  time 
in  1972  it  was  even  fairly  acute.  Nevertheless,  one  has  only  to  recall  the  tone 
in  which  the  problem  was  usually  discussed  in  the  summer  of  1971  to  see 
how  far  we  have  c<Mne. 

One  of  the  most  striking  changes  has  been  in  the  attitude  of  the  interna¬ 
tional  economic  community  toward  the  American  inflation;  before  August 
1971  it  was  the  major  concern  of  foreign  observers  and  investors.  By  the 
end  of  1972  the  American  anti-inflation  policy  had  become  the  marvel  of 
the  rest  of  the  world  (Table  18).  Largely  because  of  this  change  the  rest 
of  the  world  is  willing  to  hold  increasing  amounts  of  dollars. 

Table  18. — Ckangts  in  consumtr  pricts  in  th»  United  States  and  OECD  countries,  seieeted 
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Sovrcaa:  Dspartmantof  Labor,  Barssu  ol  Labor  Stetiatica,  and  Orpnteation  for  Economic  Cooporation  and  Dovotepmont 
(OECD). 

One  objective  indicator  of  inflationary  expectations  is  the  bdiavior  of 
interest  rates,  particularly  those  on  long-term  obligations.  When  increased 
inflation  is  generally  exp)ected  in  the  econtnny,  lenders  demand  higher 
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interest  rates  to  compensate  them  for  the  depreciation  of  the  real  values 
of  their  loans.  Borrowers  are  willing  to  pay  higher  rates  because  their 
resources  are  expected  to  appreciate  in  nominal  terms.  Interest  rates, 
therefore,  tend  to  rise  and.  fall  in  direct  relation  to  changes  in  inflationary 
expectations.  The  expected  rate  of  inflation  is,  however,  by  no  means  the 
only  factor  determining  the  behavior  of  interest  rates,  nor  is  it  easy  to 
distinguish  its  effect  fixmi  the  effects  of  other  factors  operating  at  the 
same  time. 

The  behavior  of  interest  rates  after  August  15,  1971  strongly  suggests  that 
inflationary  expectations  receded  abruptly  as  a  result  of  the  imposition  of 
the  Economic  Stabilization  Program.  On  August  16  the  yield  on  seascmed 
3-5  year  Treasury  securities  fell  40  basis  points  from  August  13  levels, 
and  the  Moody’s  Aaa  long-term  bond  yield  fell  20  basis  points.  By  the  end 
of  Augvist  these  yields  had  fallen  75  and  26  basis  points,  respectively,  from 
the  levels  on  August  13. 

The  declines  in  these  yields  were  very  sudden.  Because  they  took  place 
so  quickly,  they  cannot  be  explsdned  by  any  fundamental  force  except 
expectations.  Hence  a  strong  presumption  exists  that  people  believed  the 
effects  of  the  freeze  would  not  be  completely  reversed  and  that  they  ex¬ 
pected  the  inflation  rate  to  follow  a  lower  course  after  August  15  than  before. 

While  long-term  interest  rates  rose  early  in  1972,  they  generally  followed 
a  downward  path  after  April,  although  scattered  increases  occurred,  par¬ 
ticularly  in  September.  The  declines  took  place  in  a  period  in  which  the 
economy  was  expanding  rapidly,  at  a  pace  seldom  equaled,  and  short-term 
rates  were  rising.  Both  of  these  forces  are  normally  associated  with  in¬ 
creases  in  long-term  rates  as  credit  demands  increase  and  expectations  of 
future  diort-term  rates  are  revised  upward;  only  twice  in  the  past  26  years 
had  long-term  rates  declined  over  such  a  long  period  in  such  circumstances. 

The  fact  that  long-term  interest  rates  declined  on  balance  during  1972 
even  in  the  face  of  strong  economic  expansion  suggests  that  long-term  in¬ 
flationary  expectations  which  influence  such  rates  were  also  revised.  While 
short-term  expectations  appear  to  have  been  quickly  revised  in  1971  after 
the  imposition  of  controls,  investors  in  long-term  securities  took  longer 
to  become  convinced  that  inflation  would  remain  on  a  lower  path  for  a 
considerable  period  to  come. 

The  Fairness  of  Controls 

In  the  development  and  management  of  the  controls  system,  a  great  effort 
has  been  devoted  to  achieving  fairness,  both  in  justice  to  those  directly 
affected  and  because  belief  that  the  system  is  fair  is  necessary  to  ensure  the 
voluntary  support  without  which  the  system  could  not  function.  Accord¬ 
ing  to  the  concept  of  fairness  underlying  the  controls,  the  system  itself  should 
not  substantially  alter  the  distribution  of  income  that  would  have  occurred 
in  an  expanding,  noninflationary  economy  without  controls. 

Fairness  in  the  controls  system  can  be  understood  in  small  or  large  terms: 
through  the  impact  that  ccmtrols  exert  on  particular  individuals  and  busi- 
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nesses  or  the  effect  on  such  large  classes  as  wage  earners  and  stockholders. 
In  particular  instances  there  was  undoubtedly  some  arbitrariness.  The  regu¬ 
lations  were  inevitably  broad  and  general;  case-by-case  handling  of  inequi¬ 
ties  was  slow.  As  the  year  passed,  feeling  grew  that  individual  treatment 
by  the  system  had  not  always  been  equitable. 

Public  discussion  and  complaint  about  the  fairness  of  the  system  have 
related  chiefly  to  the  larger  aggregates,  however,  especially  to  the  relation 
between  wages  and  profits.  In  these  terms  it  is  hard  to  see  that  the  controls 
system  has  changed  the  distribution  of  income.  If  there  has  been  any  change 
compared  to  what  would  have  happened  in  a  strong  expansion  without  con¬ 
trols,  it  seems  to  have  been  favorable  to  wages.  Employees’  compiensation 
rose  from  75.1  percent  of  the  national  income  in  the  second  quarter  of  1971 
to  75.3  piercent  in  the  third  quarter  of  1972,  despite  the  normal  tendency 
of  the  labor  share  to  decline  when  output  expands  rapidly.  Related  to 
gross  national  product,  the  employee  compensation  percentages  are  61.3 
and  61.0,  respectively.  As  is  shown  in  Table  12,  Chap>ter  1,  employees’  ^are 
of  the  gross  product  of  nonfinancial  corporations  declined  insignihcantly 
(from  66.4  percent  to  66.1  percent)  over  the  same  period.  Also  shown  in 
Chapter  1  (Table  11),  the  rise  in  proBts  relative  to  the  rise  in  GNP  has 
been  much  smaller  in  the  current  recovery  than  in  earlier  business  recov¬ 
eries;  a  related  fact  is  the  modest  increase  in  corporate  dividends,  whidi 
have  risen  much  less  than  employee  comp)ensation. 

It  seems  quite  clear  that  the  share  of  labor  in  the  national  income  has 
not  suffered  at  the  exponse  of  proBts  during  the  controb  pieriod.  Yet  it 
u  also  true  that  real  hourly  labor  componsation  (compensation  adjusted 
for  the  cost  of  living)  in  the  pxivate  nonfarm  sector  has  not  risen  as  fast 
as  output  per  hour  in  the  private  nonfarm  sector.  It  b  a  well-known  prop}- 
osition  of  eccoomics  that  if  real  compensation  per  hour  does  not  rise  as 
fast  as  productivity,  labor’s  share  declines.  However,  thb  pxt^xMition  holds 
only  if  the  prices  used  to  deflate  hourly  money  compensation  and  convert 
it  into  real  ccxnpensation  are  the  prices  of  the  workers’  products.  In  the 
present  case,  prices  in  the  private  ncxifarm  sector  rose  much  less  than  the 
consumer  price  index  because  of  the  large  influence  farm  prices  and 
impart  prices  on  the  latter  index.  Therefore,  real  houriy  ccxnpansation  in 
terms  of  the  things  workers  produced  rose  much  more  than  real  comp)ensa- 
tion  in  terms  of  the  CPI  market  basket  (and  it  is  the  former  which  b  rele¬ 
vant  for  the  propx>sition  about  shares) .  From  the  second  quarter  of  1971  to 
the  fourth  quarter  1972  the  purchasing  pxnver  of  the  ccmipiensation  for 
an  hour  of  woric  in  the  private  nonfarm  sector  rose  at  an  annual  rate  of  2.8 
percent  in  terms  of  the  items  included  in  the  CPI,  but  at  4.2  piercent  in 
terms  of  the  goods  produced  in  the  private  nonfarm  sector. 

In  a  larger  sense,  workers  gained  much  more  from  the  controls  program 
than  can  be  shown  by  calculations  of  their  propartionate  share  in  the  na¬ 
tional  income.  The  conBdence  engendered  by  the  program  was  an  impxHtant 
ingredient  in  the  economic  exp)ansion  which  greatly  increased  employment. 
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hours  of  work,  and  productivity,  and  thus  the  real  incomes  of  workers. 
Real  weekly  earnings  of  private,  nonfarm  production  workers  (adjusted  for 
the  CPI)  rose  at  an  annual  rate  of  3.4  percent  from  August  1971  to  Decem¬ 
ber  1972  compared  to  3.0  [percent  in  1971  prior  to  the  freeze  and  to  an 
average  of  0.4  percent  per  year  from  1965  to  1970.  Total  employment,  in¬ 
cluding  the  Armed  Forces  (which  declined),  rose  by  3.2  millicm  from  the 
second  quarter  of  1971  through  the  fourth  quarter  of  1972,  and  the  total 
real  compensation  of  emfdoyees  rose  at  an  annual  rate  of  5.7  percent. 

THE  COSTS  OF  CONTROLS 

The  actual  or  potential  benefits  price  and  wage  controls  in  reducing 
both  the  inflatitxi  rate  and  the  fear  of  inflation  must  be  balanced  against 
their  actual  and  potential  costs.  Several  kinds  of  costs  may  be  involved; 
almost  all  are  difficult  or  impossible  to  measure.  An  impressionistic  review 
suggests  that  these  costs  were  probably  not  large  in  1972,  relative  to  the  role 
that  the  system  played  in  the  naticmal  economy,  but  that  they  were  growing 
as  the  year  progressed. 

1.  Administrative  costs.  The  controls  program  was  designed  to  be  carried 
out  with  a  staff  of  less  than  4,000  people.  The  annual  rate  of  expenditure 
of  the  Cost  of  Living  Council,  the  Pay  Board,  the  Price  Commission,  and 
related  agencies  was  about  $80  millicm.  The  cost  of  administering  the  pro- 
gpram,  however,  even  within  the  Federal  Government,  amounted  to  more 
than  this.  The  program  was  a  demand  on  the  time  of  the  President  and 
of  the  heads  of  many  Government  departments  and  agencies.  This  cost 
is  to  be  measured  in  diversion  from  attention  to  other  problems. 

The  administrative  costs  outside  the  Government  were  undoubtedly  much 
larger  than  those  borne  by  the  Govenunent.  Many  more  man-hours  were 
required  to  prepare  applications  and  reports  than  to  review  them,  and  to 
maintain  records  than  to  check  them.  There  is  no  calculation  of  what  this 
cost  amounted  to  in  dollars,  but  it  was  probably  substantial. 

By  the  end  of  1972  it  appeared  that  the  administrative  costs  would  in¬ 
crease  substantially  if  the  program  continued  without  rhodification.  In  a 
continuing  program,  companies  and  wm-kers  would  insist  on  more  equitable 
procedures  that  they  did  not  demand  when  the  system  was  considered  to  be 
short-lived,  and  they  would  have  more  recourse  to  the  courts  to  get  their 
full  rights. 

2.  Industrial  disputes.  Previous  experience,  both  in  the  United  States  and 
elsewhere,  suggested  the  danger  that  wage  and  price  controls  might  lead  to 
exceptionally  bhter  industrial  disputes  and  loss  of  time  due  to  strikes.  The 
disinflationary  process  would  in  any  case  require  a  slowdown  in  the  rate  of 
wage  increases  and  thus  carried  with  it  the  possibility  of  long  strikes.  This 
IX)ssilNlity  mi^t  be  aggravated  if  the  Government  entered  the  picture  by  set¬ 
ting  standards  for  maximum  pay  increases.  In  such  a  situation,  wage  disputes 
could  become  tests  pcdicy  and  power  between  Government  and  labor. 
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each  party  being  unwilling  to  compromise  and  local  cases  threatening  to 
explode  into  nationwide  stoppages. 

Despite  the  danger,  1972  turned  out  to  be  a  year  of  unusual  industrial 
peace.  'Dnie  lost  through  strikes  as  a  proportion  of  time  worked  was  at  its 
lowest  level  in  nearly  10  years.  'Hiis  outcome  was  a  consequence  of  the 
public’s  strong  support  for  the  program  and  the  cooperative  attitude  among 
workers  and  the  leaders  of  organized  labor. 

3.  Effects  on  productivity.  Price  control  systems  tend  in  greater  or  less 
degree  to  be  cost-plus  systems  which  reduce  the  incentive  to  hold  down  costs 
and  may  even  create  an  incentive  in  the  other  direction.  The  basic  price 
standard  in  the  1971-72  controls  program  had  this  feature.  Prices  were  gen¬ 
erally  permitted  to  be  raised  in  proportion  to  costs,  so  that  an  increase  of 
costs  sdso  permitted  an  increase  of  profits.  This  effect  was  at  least  limited 
by  the  requirement,  adopted  in  May,  that  firms  use  an  historical,  industry¬ 
wide  productivity  factor  in  calculating  costs,  rather  than  their  own  actual  or 
estimated  productivity.  However,  firms  would  again  be  in  the  cost-plus  situ¬ 
ation  if  they  reached  their  profit-margin  limit,  because  an  increase  of  costs 
would  then  permit  an  increase  in  profits. 

Productivity  rose  sharply  in  1972.  The  cyclical  conditions  for  such  a  rise 
were  highly  favorable.  Any  adverse  effect  that  the  controls  system  may  have 
had  on  productivity  is  not  visible  in  the  statistics,  although  this  does  not 
mean  such  effect  was  absent  or  negligible.  Nevertheless,  even  anecdotal  evi¬ 
dence  of  antiproductivity  effects  is  rare.  There  were  probably  several  rea¬ 
sons  for  this.  Relatively  few  firms  were  up  to  their  profit-margin  standard 
in  1972.  Even  those  which  were  at  the  profit-maigin  limit  felt  restraint  on 
cost-raising  tendencies  because  of  competition  from  firms  that  were  not. 
Moreover,  the  expected  short  life  of  the  controls  made  businesses  especially 
wary  of  falling  into  managerial  practices  that  would  be  harmful  when  con¬ 
trols  ended.  All  of  these  reasons  suggested  dangers  as  the  controls  continued, 
particularly  in  an  economy  curating  closer  to  its  potential. 

4.  Effects  on  investment.  The  price  control  system  posed  certain  threats 
to  the  vigorous  expansion  of  business  investment.  Profits  were  restrained  by 
the  cost  pass-through  rules  as  well  as  by  the  profit-margin  standard.  Further¬ 
more,  in  the  calculation  of  costs  to  justify  price  increases  no  allowance  was 
made  for  the  cost  of  nonborrowed  capital.  As  a  consequence,  an  increase  in 
equity  capital  per  unit  of  output  would  reduce  the  rate  of  return  on  equity, 
even  though  it  permitted  saving  of  other  costs. 

Despite  these  inhibiting  factors,  business  investment  rose  substantially  in 
1972,  and  reports  business  intentions  suggest  another  substantial  increase 
in  1973.  Since  investment  is  undertaken  in  expectation  of  a  future  stream 
of  profits,  the  heavy  investment  of  1972-73  suggests  that  business  viewed 
controls  as  likely  to  be  of  relatively  brief  duration.  The  restraint  on  dividend 
payments,  which  increased  the  internal  funds  of  corporations,  may  also  have 
helped  to  sustain  investment  growth. 
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5.  Distortions  and  interfartnces  with  production  and  distribution.  There 
are  a  number  of  classic  ways  in  which  long-maintained  and  rigid  price  con¬ 
trols  in  the  face  of  excess  demand  distort  the  pattern  of  production  and  dis¬ 
tribution.  Low-margin  goods  disappear  from  the  shelves,  black  markets  and 
informal  rationing  appear,  the  quality  of  goods  and  services  is  d^raded,  and 
iimovations  are  discouraged.  Very  little  of  this  distorting  effect  showed  up 
during  1972.  There  were  stories,  whose  significance  was  difficult  to  measure, 
of  a  shift  toward  high-profit  lines  in  the  lumber  industry,  of  favoritism  in 
the  allocation  of  lumber  to  dealers,  and  even  of  lumber  production  held  back 
to  await  the  end  of  controls.  Relative  prices  under  the  controls  induced 
production  mofc  gasoline  and  less  fuel  oil  than  would  have  occurred  in 
free  marirets.  The  ceilings  cm  service  fees  charged  by  hospitals  may  have  led 
to  the  provision  of  an  unnecessarily  large  amount  of  services. 

However,  these  cases  were  exceptional.  They  were  kept  from  beccxning 
more  common  by  the  flexibility  of  the  ccxitrols  system  and  by  an  even  more 
important  fau:tor,  the  prevalence  of  unused  production  capacity  during  1972. 

WHERE  WE  STAND 

By  the  end  of  1972  the  rate  of  inflation  had  been  clearly  reduced 
from  its  level  when  the  freeze  took  effect.  Moreover,  what  had  happened 
was  not  merely  a  suppression  of  price  increases  that  would  burst  out  if  con¬ 
trols  were  removed.  Althou^  some  such  increases  might  occur,  a  mcm 
durable  change  had  taken  place  in  the  conditions  underlying  wage  and  price 
increases.  Expectations  of  rapid  inflation  had  diminished,  and  not  only  be¬ 
cause  of  controls.  Confidence  in  the  Administration’s  determination  to  pur¬ 
sue  a  noninflationary  fiscal  and  monetary  policy  had  been  strengthened. 

An  economic  background  for  wage  decisions  had  been  established  which 
was  much  more  conducive  to  moderation  than  had  prevailed  earlier.  Al¬ 
though  workers  had,  on  the  average,  been  getting  large  wage  increases 
in  money  terms  in  1970  and  1971,  they  felt  very  little  real  improvement  be¬ 
cause  of  the  rapid  inflation.  Consequently  there  was  a  strong  push,  recog¬ 
nized  by  employers  as  well  as  workers,  for  even  larger  wage  increases.  In 
contrast,  at  the  end  of  1972  workers  had  been  receiving  the  same  or  smaller 
hourly  wage  increases,  but  the  increase  in  their  buying  power  during  the 
year  had  been  much  larger.  This  cmitrast  is  shown  in  Table  19,  which  com¬ 
pares  the  conditions  of  1972  with  the  conditions  of  1969,  that  is,  1  year  before 
many  the  collective  bargaining  agreements  to  be  negotiated  in  1973  were 
last  negotiated. 

Developments  during  the  crxitrols  period  have  thus  improved  the  posi¬ 
tion  of  workers  in  the  aggregate;  they  should  also  have  particular  rele¬ 
vance  for  employees  in  those  sectors  where  bargaining  activity  in  1973  will 
be  concentrated.  In  recent  years,  before  the  introduction  of  controls,  wages 
in  the  major  industries  affected  by  collective  bargaining  ag;reements  showed 
a  persistent  tendency  to  fall  behind  the  rest  of  the  economy  during  the  term 
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of  a  multiyear  agreement  and  then  to  catch  up  through  larger  increases 
when  new  agreements  were  negotiated.  As  the  accelerating  and  high  infla¬ 
tion  rate  has  receded,  however,  a  fimdamental  change  has  occurred  in  the 
manner  in  which  inflaticm  and  long-term  contracts  have  affected  the  relative 
position  of  imionized  woriten  in  the  wage  structure.  Workers  covered  by 
many  important  contracts  expiring  in  the  near  future  appear  either  to  have 
maintained  or  to  have  improved  their  relative  position  in  the  wage  structure. 

Thus  the  economic  performance  of  1971  and  1972  gave  rise  to  several 
factors  favorable  to  price  stability  in  1973.  At  the  same  time,  this  performance 
did  not  achieve  a  final  liquidation  of  the  eTctraordinary  inflation  problem  left 
behind  by  the  1965-68  demand  surge.  The  rise  of  prices,  as  measured  by  the 
consumer  price  index,  was  above  the  interim  target  rate  set  by  the  Adminis¬ 
tration  and  above  the  rate  that  would  be  considered  permanently  satisfactory. 
Apprehension  about  the  future  inflation  rate,  although  much  diminished, 
remained.  Sensitivity  to  the  vestiges  of  recent  inflationary  experience 
was  heightened  by  the  prospect  and  need  for  continued  expanaon  and  by 
the  large  niunber  of  workers  who  would  be  involved  in  new  wage  settle¬ 
ments  in  1973. 

A  case  could  therefore  be  made  for  continuing  the  anti-inflationary  in¬ 
fluence  of  controls  in  1973.  But  the  experience  of  1972  also  suggested  a  num¬ 
ber  of  dangers  to  be  avoided.  Although  the  costs  of  controls  in  retarding 
and  distorting  economic  activity  had  apparently  thus  far  not  been  great, 
these  costs  seemed  to  be  rising.  They  could  be  much  more  significant  in  1973 
as  the  program  aged  and  as  the  economy  came  closer  to  its  potential.  The 
number  of  instances  of  excess  demand  would  multiply,  and  the  relative 
price  ceilings  established  by  the  system  would  become  more  potent  sources 
of  distortions.  More  and  more  compianies  would  hit  their  profit-margin 
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ceilings,  with  adverse  ccmsequences  for  cost  control  and  for  investment  incen¬ 
tives.  More  insistence  on  formal  and  equitable  procedures  would  arise,  litiga¬ 
tion  would  multiply,  and  administrative  costs,  public  and  private,  would 
increase  greatly.  Less  tolerance  of  the  inevitable  delays  and  red  tape  of  the 
system  would  be  forthcoming. 

These  dangers  and  difficulties  did  not  mean  that  continuation  of  controls 
was  impossible  or  undesirable.  They  did  mean  that  even  temporary  continua¬ 
tion  would  require  modification  of  the  program.  They  reinforced  the  idea 
that  controls  should  not  be  a  permanent  part  of  the  American  economic 
system.  And  they  emphasized  the  need  for  maintaining  general  noninflation¬ 
ary  eomomic  conditions  which  would  permit  the  controls  to  continue  for  a 
w'hile  and  then  to  disappear.  These  considerations  were  all  prominent  in  the 
development  <rf  the  policy  for  1973  which  is  discussed  in  Chapter  3. 
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CHAPTER  3 


Outlcx)k  and  Policy 

The  principal  question  on  the  economic  outlook  for  1973  is 

not  whether,  but  how  fast,  output  and  employment  will  expand.  For 
policy,  there  are  two  issues.  The  first  is  to  find  and  implement  the  set  of  policy 
actions  which  will  maximize  the  likelihood  that  the  economy  will  move  to 
its  full  potential  level  of  output  and  employment.  The  second  is  to  do  so  in 
ways  that  will  serve  both  to  eliminate  the  vestiges  of  the  post- 1965  inflation 
and  to  place  the  economy  squarely  on  a  sustainable  path  of  subsequent  non¬ 
inflationary  growth. 

This  is  an  ambitious  set  of  policy  goals,  but  there  is  a  good  prospect  of 
achieving  them,  or  at  least  approaching  them  closely.  The  year  ahead  is  the 
first  in  a  long  time  in  which  there  is  reasonable  hope  of  closing  in  on  full 
prosperity  without  serious  inflation  and  without  war. 

For  this  to  become  a  reality  rather  than  just  a  hope  will  require  full 
cooperation  from  business  and  labor.  It  will  also  require  coordinated  policy 
actions  by  the  Administration,  the  Congress,  and  the  Federal  Reserve  Sys¬ 
tem.  The  economy  will  be  approaching  the  zone  of  its  potential  by  the 
end  of  the  year.  Such  an  economy  requires  a  dbciplined  balancing  of  conflict¬ 
ing  short-run  interests  in  order  to  ensure  that  the  common  prosperity,  which 
benefits  all  interests,  can  be  sustained  without  interruption. 

The  central  need  is  to  balance  the  sf>eed  of  expansion  against  its  dura¬ 
bility,  but  in  the  context  of  1973  this  problem  has  many  other  dimensions: 
The  allocation  of  output  between  uses  dictated  by  the  Government  and 
those  dictated  by  the  private  sector;  the  balancing  of  the  need  for  allowing 
free  operation  of  market  mechanisms  for  determining  individual  prices  and 
wages  against  the  continuing  need  for  restraint  on  the  average  level  of  prices; 
the  division  of  emphasis  between  minimizing  unemployment  in  the  shmt  run 
and  minimizing  it  more  permanently. 

GUIDES  TO  OVERALL  ECONOMIC  POLICY 

The  basic  mandate  for  policy  set  forth  in  the  Employment  Act  is  to 
achieve  “maximum  employment,  production,  and  purchasing  power.”  The 
question  of  the  precise  meaning  of  those  goals  was  left  unresolved  when  the 
Act  was  passed  in  1946  and  has  remained  open  ever  since. 

In  the  early  1960’s  a  judgment  was  put  forward  that  maximum  employ- 
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ment  for  that  time  would  be  achieved  when  96  percent  of  the  labor  force  was 
employed,  which  meant  4  percent  unemployed.  Paralleling  this  estimate  was  a 
calculation  “maximum  outpait,”  usually  called  |x>tential  GNP,  which  was 
conceptually  the  output  that  would  be  realized  if  the  economy  were  operating 
at  full  employment.  Estimates  of  potential  GNP,  at  constant  prices,  were 
actually  derived  by  assuming  that  the  potential  level  of  output  was  equal  to 
the  level  actusd  output  in  mid-1955,  and  that  it  would  increase  at  a  trend 
rate  based  on  underlying  changes  in  population,  the  proportion  of  the  popula¬ 
tion  that  would  be  in  the  labor  fcm:e,  hours  of  work,  and  productivity.  The 
trend  rate  was  adjusted  frcxn  time  to  time  to  reflect  changes  in  the  underlying 
variables.  The  benchmark  period,  mid-1955,  was  selected  because  it  appeared 
to  reflect  most  of  the  characteristics  associated  with  noninflationary  full 
employment,  including  an  unemployment  rate  close  to  4  percent  (the  actual 
rate  <rf  unemployment  for  the  second  and  third  quarters  of  1955  was  4^4 
percent) . 

These  estimates  of  maximum  employment  and  potential  output  were  not 
considered  to  be  either  immediate  or  permanent  guides  to  policy.  In  fact, 
policy  in  the  early  1960’s  recognized  that  too  fast  a  push  to  maximum  em¬ 
ployment  or  potential  output  could  be  dangerous.  At  the  same  time  the 
%  percent  employment  rate,  or  4  percent  unemployment  rate,  was  considered 
to  be  an  “interim”  goal,  which  might  be  changed  later  as  a  result  of  improve¬ 
ments  in  labor  markets  or  other  developments. 

These  judgments  applied  to  condidons  expected  in  the  early  1960’s.  In 
retrospect,  the  standard  they  suggested  seems  to  have  been  in  the  correct 
zone:  Steady  noninfladonary  expansion  did  raise  the  rate  of  employment 
to  95^  percent  and  the  rado  of  actual  to  potendal  output  to  99  percent  by 
mid- 1965,  and  both  rates  might  have  risen  sc«newhat  further  or  could  have 
at  least  been  sustained  without  generating  infladon,  had  the  normal  course 
of  events  not  been  disrupted  by  the  subsequent  rapid  rise  in  defense  spending 
and  the  associated  budget  deficits. 

The  standards  are  a  less  reliable  guide  to  policy  for  the  1970’s  than  they 
were  for  the  1960’s.  Large  and  unpredicted  changes  have  taken  place  in  the 
nature,  composidon  and  behavior  of  the  labor  force,  employment  and 
unemployment,  as  well  as  in  the  length  of  the  woriiweek.  Also  the  economy 
itself  has  been  through  the  worst  and  most  prolonged  period  of  price  and 
wage  infladon  since  World  War  II.  These  changes  have  important  impli¬ 
cations  for  the  guidance  of  policy. 

Given  that  our  knowledge  of  the  interreladon  between  the  levels  of  out¬ 
put,  employment,  and  prices  at  “maximum  employment”  is  incomplete,  it 
would  be  preferable  to  think  of  each  objecdve,  not  in  terms  of  a  single  value 
but  as  a  range  of  values.  Furthermore,  the  behavior  (rf  the  economy  in  the 
near  future  will  be  determined  not  only  by  whether  it  is  operating  below  or 
above  some  numerical  potential  output  or  below  or  above  some  taiget  rate 
of  employment,  but  also  by  the  speed  and  manner  with  which  it  approaches 
the  range  of  its  potential  levels.  Against  the  background  of  recent  infladon- 
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ary  history  it  is  necessary  to  give  the  economy  reasonable  assurance  that 
policy  will  not  repeat  the  fiscal  errors  which  ignited  the  inflation  in  the  first 
place.  Too  fast  a  dash  for  a  numerical  target  of  potential  would  rekindle 
inflationary  expectations  and  behavior  that  might  make  the  potential  itself 
unattainable,  and  would  make  it  unsustainable  if  attained,  whereas  a  more 
gradual  approach  which  allows  for  the  sensitivity  of  wages  and  prices  to 
expectations  would  make  the  potential  not  only  attainable  but  sustainable. 

The  Government  can  neither  precisely  predict  what  maximum  employ¬ 
ment  or  maximum  production  will  be  nor  can  it  precisely  control  the  level 
of  actual  employment  or  production.  What  the  outonnes  should  be  and  will 
be  depends  upon  private  behavior — upon  the  amount  of  vmrk  and  production 
that  people  want  to  do  on  realistically  achievable  terms — as  well  as  upon 
public  policy.  The  contribution  of  public  policy  is  to  create  conditions  in 
which  people  can  reach  their  desired  employment  and  production  goals 
through  feasible  behavior  in  the  market.  One  aspect  of  this  contribution  is 
that  the  total  demand  for  output  in  money  terms  should  be  sufficient  so  that 
people  who  want  to  work  can  find  work  without  an  unrealistically  large  de¬ 
parture  from  accustomed  and  expected  patterns  of  wage  behavior. 

Specifically,  in  the  current  situation  we  believe  these  guides  mean  that  the 
money  value  of  output  should  rise  at  a  rate  which,  with  reasotud)ly  expectable 
price  and  wage  behavior,  would  reduce  the  rate  of  unemployment  to  the 
neighborhood  of  4J4  percent  by  the  end  of  1973.  The  rise  of  money  gross 
national  product  (GNP)  would  be  about  9  percent  from  the  end  of  1972 
to  the  end  of  1973.  This  does  not  imply  that  in  present  circumstances 
percent  is  necessarily  the  floor  to  the  unemployment  rate.  It  does  imply  a 
belief  that  a  more  rapid  expansion  of  the  economy  within  1973  would  en¬ 
danger  the  further  reduction  of  the  inflaticxi  rate  that  is  desirable,  and  would 
do  so  despite  the  continuing  price  and  wage  controls  program.  However,  if, 
as  a  result  of  cooperation  with  the  controls  system  or  for  other  reasons,  prices 
and  wages  rise  less  rapidly  than  is  assumed  here,  the  increase  in  mcxiey  GNP 
suggested  for  the  year  would  permit  output  and  employment  to  rise  more 
and  unemployment  to  fall  further. 

Policy  beyond  1973  will  have  to  be  adaptable  to  developments  during 
the  year.  However,  in  the  absence  of  evidence  to  the  contrary,  a  sustaiied 
period  of  uninterrupted  expension  would  provide  the  opHimal  background 
for  maximizing  both  employment  and  price  stability.  To  this  end,  the 
appropriate  pelicy  goal  in  the  ensuing  period  would  seem  to  be  a  steady 
increase  of  money  demand  (money  GNP)  at  a  rate  consonant  with  the  px>- 
tential  growth  rate  of  the  economy  and  reasonable  price  stability.  Again,  this 
would  not  imply  that  the  unemployment  rate  of  4^^  percent  assumed  to 
have  been  reached  by  the  end  of  1973  will  not  decline  further.  If,  with 
4/3  percent  unemployment,  there  is  the  pressure  of  an  excess  supply  of 


73 


ill l»  tl** 


labor  the  average  rate  of  wage  and  price  increase  would  be  lower  and  the 
rise  in  employment  relative  to  the  labor  force  would  be  higher,  leading  to 
a  further  reduction  of  the  unemployment  rate. 

A  further  reduction  of  the  unemployment  rate  in  1974  and  beyond  to  even 
lower  leveb  would  be  assisted  by  labor  market  policies,  including  manpower 
programs,  which  effectively  reduce  the  relatively  high  level  of  frictional  and 
structural  imemployment  that  has  typically  been  experienced  in  the  United 
States. 

It  is  worth  repieating  that  the  policy  goal  is  a  condition  in  which  persons 
who  want  worii  and  seek  it  realistically  on  reasonable  terms  can  find  emfdoy- 
ment  The  Government  must  make  two  kinds  of  contributicm  to  the  achieve¬ 
ment  of  this  goal.  First,  it  must  maintain  reasonable  stability  in  the  overall 
rate  of  economic  growth  so  that  the  efforts  of  individuals  to  find  woHc  are 
not  frustrated  by  erratic  changes  in  the  conditions  on  which  woidi  is  avail¬ 
able.  Second,  it  must  seek  to  eliminate  obstacles  that  prevent  willing  workers 
and  willing  employers  from  getting  together,  insofar  as  these  obstacles  can 
be  overcmne  without  excessive  cost.  When  the  condition  that  persons  who 
want  work  can  find  it  through  serious  search  is  met,  the  rate  of  unemploy¬ 
ment  as  we  measure  it  will  not  be  zero.  What  it  would  be  we  do  not  know. 
Undoubtedly  the  number  would  change  from  time  to  time.  But  it  is  the 
condition  which  is  important,  not  the  statistic. 

FISCAL  AND  MONETARY  POLICY 

The  path  of  the  economy  suggested  above  calls  for  slowing  down  the  rise 
of  money  GNP,  which  was  about  1 1  percent  during  1972,  to  about  9  percent 
during  1973  and  to  a  steady  rate  less  than  that  thereafter.  This  desired  shift 
to  a  slower  rate  of  increase  of  money  GNP  would  be  assisted  by  a  shift  of  the 
budget — from  a  position  in  which  the  unified  budget  would  be  in  deficit  at 
full  employment  to  a  position  in  which  it  would  be  in  balance  at  full  employ¬ 
ment.  In  fact,  the  strength  of  the  private  demand  forces  in  the  economy, 
described  below,  aigues  that  this  shift  in  the  budget  position  is  essential  to 
avtnd  an  inflationary  pace  of  expansion.  The  desired  subsequent  steadiness 
of  the  rate  of  increase  of  money  GNP  would  be  assisted  by  keeping  the 
budget  in  a  position  of  balance  at  full  employment,  unless  there  later  appears 
clear  and  strong  evidence  that  developments  in  the  private  sector  call  for 
greater  fiscal  stimulus  or  restraint.  Constancy  in  the  relation  between  full- 
employment  receipts  and  expenditures  provides  approximate  constancy  in 
the  Federal  contribution  to  economic  expansion.  The  constancy  of  the  con¬ 
tribution  is  (xily  approximate  because  the  impact  of  the  budget  on  the  econ¬ 
omy  depends  on  its  composition  and  total  size  as  well  as  on  the  uze  of  the  defi¬ 
cit  or  surplus.  However,  constancy  of  the  balance  at  full  employment  is  the 
best  single  guide  to  a  budget  policy  that  neither  pushes  the  economy  above  its 
desired  growth  rate  nor  holds  the  economy  below  it.  In  any  case,  the  rule 
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that  expenditures  should  not  exceed  the  revenues  that  would  be  collected  at 
full  employment  is  essential  to  bring  home  the  requirement  diat  Govern¬ 
ment  should  not  S|)end  money  for  things  it  is  unwilling  to  ask  citizens  to  pay 
for.  The  circwnstances  of  1973  are  appropriate  for  getting  on  to  that  tnuJc. 

A  gradual  slowing  down  of  the  expansion  of  money  GNP  to  a  steady  rate 
consistent  with  the  long-run  potential  growth  rate  of  the  economy  and 
reasonable  price  stability  is  also  an  appropriate  goal  for  monetary  fK^cy.  I 

This  is  likely  to  require  a  slower  increase  of  the  supply  money  and  credit 
than  was  prop>er  when  the  main  objective  was  to  encourage  a  quickened  eco-  [ 

nomic  expansion  in  an  environment  of  substantial  unused  resources. 

There  is,  as  far  as  we  are  aware,  little  explicit  disagreement  with  the  i 

proposition  that  the  budget  should  be  brought  into  a  position  of  full-employ-  | 

ment  balance  for  fiscal  year  1974.  The  threat  to  the  achievement  of  full- 
employment  balance  is  not  that  the  country  or  the  Congress  will  decide 
against  it  but  that  congressional  procedures  will  be  incapable  of  carrying 
out  a  policy  to  do  it.  Congress,  under  present  practice,  makes  hundreds  of  ^ 

separate  decisions  affecting  expenditures  but  does  not  decide  at  any  point 
in  the  process  what  total  expenditures  should  be.  Lacking  the  discipline  that  { 

would  be  imposed  by  recognition  of  a  limit  to  total  spending.  Congress  tends  < 

regularly  to  authorize  and  appropriate  too  much  money,  constantly  strain-  I 

ing  the  ability  of  the  Executive  to  keep  spending  under  control. 

If  the  budget  is  not  to  be  a  perpetual  menace  to  economic  stability,  better 
congressional  procedures  will  have  to  be  created  for  making  a  deliberate 
decision  about  total  spending.  That  is  why  the  President  has  urged  the  j 

Congress  to  establish  a  rigid  ceiling  on  fiscal  year  1974  expenditures  before  it 
passes  any  other  spending  legislation  this  year.  The  President  has  also  urged 
the  Congress  to  act  on  its  own  initiative  to  reform  its  expenditure-deciding 
process.  In  fact  the  problem  is  now  more  recognized  in  Congress  than  it  has 
been  for  many  years  and  there  have  been  encouraging  moves  there  to  deal 
with  it. 

We  also  need  to  consider  whether  the  future  conduct  of  fiscal  policy  could 
be  improved  if  Congress  were  to  develop  expeditious  procedures  for 
temporary,  limited  changes  in  the  level  of  particular  taxes.  Such  changes 
could  take  the  form  of  a  temporary,  1-year,  positive  or  negative  surcharge 
rate  on  personal  and  corporate  income  taxes,  or  additionally  a  temporary, 

1-year  shift  in  the  rate  of  the  investment  tax  credit.  Both  suggestions  have 
been  advanced  with  some  regularity  over  the  past  two  decades,  and  while 
they  raise  many  difficult  questions  it  is  also  generally  agreed  that  we  cannot 
be  complacent  about  our  existing  instruments  for  the  conduct  of  fiscal  policy. 

Basic  changes  in  the  structure  and  level  of  tax  rates  do  and  should  re¬ 
quire  extended  discussion.  At  the  same  time,  experience  has  shown  that  the 
proper  conduct  of  macroeconomic  policy  may  sometimes  call  for  a  prompt 
and  effective  shift  in  the  overall  balance  between  the  flow  of  Federal  receipts 
and  expenditures.  Temporary  and  prompt  changes  in  tax  rates,  which  do  not 
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alter  the  basic  structure  of  taxes,  may  provide  an  efficient  way  of  accomplish¬ 
ing  s\ich  required  shifts. 

Government  Expenditures 

The  shift  to  full-employment  budget  balance  by  1974  can  be  accomplished 
either  by  raising  tax  rates  or  by  restraining  the  rate  at  which  expenditures 
rise.  The  Administration  has  a  clear  preference  for  the  latter. 

The  ctxiceptual  basis  for  arriving  at  public  expenditure  decisions  is  fairly 
strai^tforward.  In  general,  public  expenditure  is  justified  when  both  of 
two  conditions  are  met:  If  a  desired  result  can  be  achieved  at  less  cost  by 
public  rather  than  private  spending  and  if  die  expenditure  yields  benefits 
which  (adjusted  for  their  timing)  are  greater  than  their  costs,  measured  by 
the  value  and  timing  of  the  alternatives  that  have  to  be  foregone  in  order 
to  finance  the  oudays  required. 

In  practice,  there  are  formidable  difficulties  in  arriving  at  sound  public 
spending  decisions.  For  many  expenditures,  reliable  estimates  of  benefits  and 
costs  are  not  available.  Many  decisions  have  spending  consequences  that 
stretch  years  beyond  the  pmnt  at  \^4lich  the  decision  itself  is  made ;  over  this 
period,  circumstances,  priorities,  costs,  and  benefits  may  and  do  change. 
The  proper  management  of  public  spending  therefore  requires  the  continu¬ 
ous  reevaluation  of  prior  decisions  from  which  current  spending  flows  as 
well  as  the  careful  evaluation  of  new  decisions.  Furthermore  it  is  instructive 
to  gain  p>erspective  by  referring  to  a  rough  guide  such  as  the  fraction  of 
total  output  which  flows  through  the  government  sector. 

The  United  States  has  now  been  through  a  period  of  substantial  growth 
of  government  expenditures,  both  absolutely  and  relative  to  the  size  of  the 
economy.  In  making  a  comparison  with  the  size  of  the  economy  it  is  useful 
to  abstract  from  fluctuations  in  the  level  of  actual  output  around  its  p>ath 
of  potential  growth.  To  this  end,  the  data  shown  in  Table  20  relate  the 
level  of  government  spending  and  its  major  ccxnponents  to  the  level  of 
potential  GNP.  Separate  figures  are  shown  for  the  Federal  Government 
(including  grants  to  the  State  and  local  level),  the  State  and  local  sectm* 
(excluding  Federal  grants)  and  for  all  levels  of  government  combined. 

Excluding  defense  spending,  the  ratio  of  government  exp>enditures — 
Federal  and  State  and  local — to  potential  GNP  rose  from  14  percent  in 
19S5  to  23  percent  in  1971.  Defense  spending  fluctuated  relative  to 
GNP  but  was  much  lower  at  the  end  than  at  the  beginning  of  the  period. 
During  these  years,  potential  GNP,  measured  in  nominal  dollars,  nearly 
tripled. 

The  share  of  the  Federal  portion  in  total  government  civilian  spiending  also 
rose  rapidly  between  1955  and  1971.  In  1955  Federal  civilian  spending  was 
6.6  percent  of  potential  GNP  ccxnpared  to  7.4  percent  for  State  and  local 
spending.  Over  the  16-year  period  the  Federal  share  rose  twice  as  fast 
as  the  State  and  local  share.  By  1971  Federal  civilian  spending  was  12.4 
percent  of  potential  GNP  as  against  10.5  percent  for  the  State  and  local 
sector. 
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Table  20. — Govtmmtnt  txptHthturu  at  m  ptrcttd  aj  JaU-tmploymtnt  GNP,  ttltcUd  taUndar 

yams,  1955-71 


>  CoMiiU  of  natiOMl  dofonst,  tpoco  rosoorck  Md  tocknolofy,  and  iirtanutttoMi  adairt  and  fmaaca.  NatHtfMa  amooiits 
of  Stata  and  local  axpooditHroi  for  Umm  fonctioat  ara  indodod  io  Fadaral  axpaoditiras. 

<  Comiati  of  adocatioa,  kaaltii,  labor  and  walfaro,  and  vafarans  bonalrti  and  larvicaa. 

>  Conaisti  of  africolbira  and  acrioritural  raaoorcai  and  natural  raioorcaa. 

*  Fadaral  axpaaditHras  indudo  and  Stata  and  locd  aipanditnrai  aadudo  Fadard  aranta. 

•  Saa  footnm  1. 

Nola.— Eapondituraa  arc  on  a  nationd  ineoma  accounts  bads. 

Datail  nuy  not  add  to  totals  bocausa  af  roonding. 

Source;  Oapartmont  of  Commarca. 

For  all  levels  of  government,  the  largest  increases  were  recorded  in 
spending  for  education,  health,  and  welfare  purposes.  Total  spending  for 
such  purposes  rose  from  8.5  percent  of  potential  GNP  to  15.9  percent,  and 
Federal  spending  rose  from  3.7  percent  of  potential  GNP  in  1955  (about 
$15  billion)  to  8.3  percent  in  1971  (about  $93  billion).  A  large  part  of 
the  rise  was  in  spending  connected  with  social  security  programs  for  the 
aged  and  disabled,  although  other  forms  of  spending  for  education,  health, 
and  welfare  functions  also  rose  rapidly. 

The  rise  in  the  share  of  Federal  civilian  spending  in  the  United  States 
has  accelerated  since  the  mid>1960’s  along  with  the  large  increase  in  the 
munber  and  scope  of  social  programs.  Many  of  these  were  introduced 
without  any  firm  estimate  oi  how  effective  they  would  be  in  staving  the 
problems  to  \^duch  they  were  addressed  or  how  much  they  would  cost  in 
the  long  run.  At  the  same  time  there  has  emerged  the  need  for  new  social 
programs,  especially  in  the  field  of  pollution  abatement. 

The  continued  existence  of  large  social  problems  alongside  a  greatly 
expanded  volume  of  government  expenditures  designed  to  correct  these 
problems  is  not  a  strong  argiunent  for  devoting  a  still-laiger  share  the 
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national  output  to  similar  government  programs.  On  the  contrary,  it  is  an 
ailment  for  close  scrutiny  of  these  programs  to  discover  whether  they  can 
be  justified  by  their  results.  Such  a  scrutiny,  carried  out  by  the  Administra¬ 
tion,  has  led  to  decisions  to  cut  back  many  programs,  even  though  total 
Federal  spending,  after  the  cuts,  will  still  be  rising  by  about  $20  billion  a 
year.  Making  these  cutbacks  in  less  effective  programs  will  provide  budget 
room  for  consideration  of  more  effective  programs  later  as  the  growth 
of  the  economy  expands  the  Federal  revenue. 

PRICE  AND  WAGE  RESTRAINTS  IN  PHASE  III 

The  purpose  of  budget  and  monetary  policy  is  to  help  the  economy  achieve 
sustainable  expansion  along  the  growth  path  of  potential  output.  One  neces¬ 
sary  condition  for  achieving  this  objective  is  the  avoidance  of  policy  errors 
which  risk  the  re-emergence  of  generalized  demand-pull  inflation.  A  second 
condition  is  that  the  risk  of  inflation  related  to  cost-push  and  expectational 
factors  should  also  be  minimized.  Inflationary  expectations  and  behavior 
left  over  from  the  country’s  experience  since  1%6,  even  though  reduced 
in  1972  from  previous  heights,  have  not  been  completely  eliminated.  The  self- 
interest  of  both  business  and  labor  calls  for  restraint  and  hence  can  be  ex¬ 
pected  to  lead  to  an  even  more  durable  winding-down  of  inflationary  patterns 
than  the  economy  has  already  achieved.  However,  the  reciprocal  abatement 
of  the  rate  of  wage  and  price  increases  is  a  delicate  and  complex  process  that 
can  be  upset  through  unrestrained  behavior  by  particular  sectors  of  the  price- 
wage  spectrum.  To  avoid  the  risk  of  such  disruption,  it  is  necessary  to  main¬ 
tain  a  system  of  direct  wage  and  price  restraints  in  1973. 

Although  temporary  continuation  of  controls  in  1973  is  necessary,  the 
condition  of  the  economy  and  of  the  controls  system  have  pointed  to  the 
need  for  substantial  changes  in  the  program.  Two  things  are  critical.  One  is 
to  restrain  and,  if  possible,  reverse  the  rapid  rise  of  food  prices.  The 
second  is  to  moderate  the  degree  of  detailed  supervision  and  mandatory  en¬ 
forcement  in  the  sj’stem  in  order  to  preser\'e  the  self-restraint  which  has  been 
the  essence  of  the  progam. 

In  1972  food  prices  rose  much  more  rapidly  than  other  prices.  The  rea¬ 
sons  for  this,  and  the  steps  taken  to  curb  the  food  price  increase,  are  described 
in  Chapter  2  and  its  supplement.  By  the  end  of  1972  adverse  weather  con¬ 
ditions  had  further  reduced  the  food  supply  in  prosp)cct  for  1973.  Moreover, 
it  began  to  appear  that  these  uncontrollable  adversities  were  superimposed  on 
an  agricultural  policy  which,  although  less  restrictive  than  it  had  been,  still 
leaned  too  far  in  the  direction  of  limiting  output  and  stocks  relative  to  the 
rising  domestic  and  foreign  demand.  This  was  especially  true  for  meat, 
where  the  programs  adopted  in  the  early  1960’s  had  made  a  major  change 
in  the  way  farmers  could  use  their  cropland.  Whereas  previous  programs 
had  placed  limits  on  actual  acres  of  crops  produced,  and  allowed  other 
areas  of  land  to  be  used  for  livestock  grazing  or  production  of  minor  crops. 
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the  new  programs  utilized  a  new  concept.  They  restricted  the  production  of 
major  crops  by  paying  farmers  to  idle  a  portion  of  the  acres  previously  used 
in  crop  production.  In  rotum  for  the  payment,  the  idle  acres  had  to  be 
planted  to  soil-conserving  crops  and  could  no  longer  be  used  for  livestock 
grazing  or  other  crop  production  during  the  most  productive  part  of  the 
year.  This  change  had  the  effect  of  slowing  the  rate  of  growth  erf  meat 
production  after  1965.  With  strong  growth  in  demand  for  meat  in  1972, 
prices  rose  rj^iidly. 

Arresting  the  rapid  rise  in  food  prices  is  a  key  element  in  the  1973  stalrfli- 
zation  program,  both  because  of  the  direct  importance  of  food  in  family 
budgets  and  because  of  the  possible  link  between  food  prices  and  modera¬ 
tion  of  wage  increases.  Accordingly,  the  revision  of  the  Phase  II  program 
included  major  steps  to  restrain  food  price  increases  in  addition  to  what  had 
been  done  in  1972. 

During  January  1973  the  Administratiem  took  a  number  of  strong  meas¬ 
ures  which  will  have  an  important  impact  on  food  supplies  and  food  prices, 
although  with  some  lag.  These  include : 

1.  Suspension  for  1973  of  mandatexy  acreage  set-aside  requirements  imder 
the  wheat  program. 

2.  Disposal  of  Gkyvemment-owned  stocks  <rf  grains,  except  fexr  minimum 
reserves,  to  be  completed  promptly. 

3.  Termination  of  Government  loans,  effective  May  31,  1973,  on  farmer- 
owned  stocks  of  grains  from  crops  of  197 1  or  earlier  years. 

4.  Suspension  of  all  remaining  export  subsidies  for  foods,  applying  to 
chickens,  flour,  and  lard. 

5.  PermissicHi  for  acreage  diverted  from  crop  production  under  Govern¬ 
ment  programs  to  be  used  for  grazing  animals  under  arrangements  to  be 
agreed  upon  wkh  the  Department  of  Agriculture. 

To  help  assure  that  the  agricultural  ]X>licies  of  Government  are  ccxi- 
sistent  with  the  anti-inflation  objective,  administrative  actions  of  the  De¬ 
partment  of  Agriculture  affecting  food  supplies  and  prices  will  hereafter 
be  subject  to  review  by  the  Cost  of  Living  Council  (CLG).  The  GLC 
Gommittee  on  Food  has  been  set  up  to  discharge  this  function  as  well  as 
to  review  or  initiate  other  policies  and  proposals  that  may  affect  food  prices. 
This  can  lead  to  a  progressive  reorientation  of  agricultural  policy  to  the 
needs  of  the  1970’s. 

As  in  Phase  II,  mandatory  controls  will  be  ermtinued  cm  food  processing 
and  distribution.  Large  food  processors  will  be  required  to  comjrfy  with  pre¬ 
vious  regulations,  including  prenotification  and  approval  of  cost-justified 
price  increases.  The  limitations  on  retailers’  margins  established  under  the 
Phase  II  system  will  remain  in  force,  except  for  minor  administrative  changes. 
Pay  units  in  the  food  processing  and  retailing  industries  will  remain  under 
mandatory  pay  control. 
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Concern  with  the  food  price  problem  in  1972  led  the  Cost  of  Living 
Council  to  ask  the  National  Commission  on  Productivity  to  undertake  a  study 
on  ways  to  improve  productivity  and  reduce  costs  in  food  production  and 
distribution.  The  study,  which  has  now  been  transmitted  to  the  CLC  for  its 
consideration,  contains  numerous  suggestions  for  both  Government  and  pri¬ 
vate  action.  A  Food  Industry  Advisory  Committee,  drawn  from  the  private 
economy,  has  been  established  to  advise  the  CLC  on  matters  relating  to  food 
costs  and  prices.  One  of  its  main  functions  will  be  to  assist  in  carrying  out 
recommendations  for  raising  productivity  arising  from  the  recently  com¬ 
pleted  study. 

Three  other  sectors  of  the  econ<nny,  in  addition  to  food,  will  receive  spe¬ 
cial  attention  imder  Phase  III. 

(a)  Mediced  care.  Mandatory  control  of  prices  and  wages  remains  in 
force  in  the  health  industry.  The  Cost  of  Living  Council  Committee  on 
Health  will  review  Govenunent  activities  significantly  influencing  health¬ 
care  expenses.  A  Health  Industry  Advisory  Committee  composed  of  private 
citizens  will  advise  the  CLC  in  this  area. 

(b)  Construction  costs.  The  Construction  Industry  Stabilization  Com¬ 
mittee  will  continue  to  cerate  as  imder  Phase  II  to  restrain  wage  increases 
in  that  industry.  Construction  prices  are  subject  to  reduction  if  sched¬ 
uled  wage  increases  are  reduced. 

(c)  Interest  and  dividends.  The  Committee  on  Interest  and  Dividends 
will  continue  its  efforts  to  obtain  voluntary  cooperation  in  holding  down 
dividend  payments  and  interest  rates. 

Outside  of  these  particular  areas,  the  main  effort  of  Phase  III  is  to  bring 
about  private  action  on  wages  and  prices  consistent  with  the  goal  of 
slowing  down  the  inflation  rate  without  imposing  unnecessary  burdens  on 
the  economy.  These  burdens,  described  in  Chapter  2  as  they  related  to  Hiase 
II,  included  administrative  costs  for  the  Government  and  the  private  sector, 
interferences  with  productivity  and  production,  obstructions  to  the  normal 
conduct  of  business  and  collective  bargaining,  weakening  of  incoitives  to 
investment,  and  a  feeling  inequity  on  the  part  of  some.  Although  sur¬ 
prisingly  small  during  1972,  these  burdens  were  becoming  more  serious  and 
there  was  every  reastm  to  believe  that  they  would  become  still  more  serious 
as  the  control  system  continued  and  as  the  economy  moved  closer  to  its 
potential. 

These  costs  or  burdens  of  the  system  were  not  essential  for  its  basic  objec¬ 
tive.  The  objective  was  not  to  force  prices  and  wages  to  conform  in  every 
particular  case  to  precisely  defined  standards  laid  down  by  the  Government, 
nor  to  obtain  advance  approval  for  every  private  action.  The  objective  was 
a  certain  average  dq^  of  restraint.  But  prior  to  August  1971  private  de¬ 
cisions  had  been  made  for  a  long  time  in  a  hi^ly  inflationary  atmosphere. 
With  that  background,  spontaneous  wage  and  price  decisions  in  1972  could 
have  come  out  a  long  way  fn»n  the  requirements  of  price  stability,  even 
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given  a  general  desire  to  cooperate  in  the  fig^t  against  inflation.  Thus  the 
ability  of  the  Government  to  monitor  private  behavior  and  enforce  reason¬ 
able  compliance  with  the  requirement  of  price  stability  had  to  be  developed 
and  demonstrated.  Therefore,  the  situation  of  I^ase  II  required  prenotifica¬ 
tion,  precise  standards,  and  omnipresent  enforcement.  The  conditions  at  the 
opening  of  1973  permitted  and — if  the  system  was  to  survive  and  succeed — 
required  a  relaxation  of  these  forms  of  the  system.  This  is  the  basic  philosophy 
of  Phase  III. 

The  President  has  established  a  goal  of  getting  the  rate  of  inflation  down 
to  percent  or  less  by  the  end  of  1973.  The  Clost  of  Living  Council  has  set 
forth  standards  of  price  and  wage  behavior  which  are  consistent  with 
the  achievement  of  this  goal.  These  standards  are  essentially  the  standards 
of  Phase  II,  with  some  modifications  on  the  price  ade  which  are  noted 
below.  The  CLC  has  authority  to  change  these  standards.  In  considering 
modification  of  the  pay  standards  the  CLC  will  have  the  advice  of  a  Labor- 
Management  Advisory  Committee  cmnposed  of  leading  private  citizens. 

Compliance  with  these  standards  is  expected  to  be  initially  and  generally 
volimtary.  The  program  will  be  self-administering,  in  the  sense  that  private 
parties  can  calculate  the  application  of  the  standards  in  their  own  cases.  The 
experience  under  Phase  II,  and  the  regulations  and  definitions  developed 
under  it,  were  invaluable  in  nuiking  this  possible.  Businesses  and  collective 
bargaining  units  will  not  be  required  to  notify  the  Government  in  advance 
of  price  or  wage  increases.  The  largest  economic  units  will  be  required  to 
submit  quarterly  reports  to  the  Cost  of  Living  Council,  which  will  p>ermit 
the  CLC  to  assess  their  behavior  reladve  to  the  requirements  of  the  anti¬ 
inflation  goal.  Moderate-sized  economic  units  will  be  required  to  maintain 
records  for  the  same  purpose.  The  parts  of  the  economy  not  required  to  sub¬ 
mit  reports  or  maintain  records  will  be  surveyed  frcxn  statistical  and  other 
information  and  are  expected  to  follow  the  same  standards. 

When  the  Cost  of  Living  Council  believes  that  there  have  been,  or  are 
about  to  be,  price  or  wage  increases  that  are  not  reasonably  consistent  Mrith 
the  objectives  of  the  program  it  can  take  action  to  stop  them.  Amcmg  other 
things,  it  can,  if  it  considers  it  appropriate,  issue  an  order  under  the  author¬ 
ity  of  the  Economic  Stabilization  Act  setting  a  ceiling  cm  specific  prices  or 
wages.  This  order  might  be  temporary,  pending  a  hearing.  While  the  order 
is  in  effect,  transgressing  it  will  be  a  violatirm  of  the  Act  and  subject  to  its 
penalties.  In  determining  whether  price  or  wage  increases  are  not  reasonably 
consistent  with  the  objectives  of  the  program  the  CLC  will  be  guided  by  the 
standards  it  has  issued. 

The  Price  Ckmunission  and  the  Pay  Board  will  no  longer  operate  in  Phase 
III,  but  many  of  their  functions  will  be  performed  by  Price  and  Pay  Divisions 
of  the  Cost  of  Living  Council.  Rent  control,  which  had  already  been  cut  down 
to  cover  about  30  percent  of  rental  units,  is  terminated  in  Phase  III,  because 
it  leads  to  costly  evasions,  enforcement  is  difficult,  and  housing  market  crnidi- 
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tions  have  significantly  improved.  The  total  number  of  personnel  assigned  to 
the  program  will  be  reduced  from  about  4,000  to  about  2,000.  Relieved  of  the 
necessity  to  process  a  latge  flow  of  advance  notifications,  and  to  administer 
rent  control,  this  staff  will  be  adequate  to  maintain  an  effective  option  for  the 
Government  to  intervene  to  assure  achievement  of  the  anti-inflation  goal. 
The  President  has  asked  for  a  1-year  extension  of  the  Economic  Stabilization 
Act,  which  would  otherwise  expire  on  April  30, 1973. 

One  significant  change  has  been  made  in  the  standard  for  prices.  As  in 
Phase  II,  prices  may  be  increased  only  to  reflect  cost  increases.  These  cost- 
based  price  increases  are  then  subject  to  one  of  two  further  limits.  First,  the 
average  increase  in  a  firm’s  prices  may  not  exceed  1.5  percent  in  a  year;  if 
this  standard  is  observed  the  firm’s  profit  margin  will  not  be  limited.  Second, 
if  a  firm’s  average  price  increase  exceeds  1.5  percent  that  firm  may  not 
exceed  its  base  period  profit  margin.  Thus,  a  firm  is  given  the  opportunity 
to  exceed  its  base  period  profit  margin  if  it  does  so  by  increasing  productivity, 
without  raising  prices  by  more  than  1.5  i>ercent.  The  base  period  for  calcu¬ 
lation  of  the  allowable  profit  margin  is  slightly  altered  by  p)ermitting  the  in- 
clusicm  of  fiscal  yean  ending  after  August  15, 1971. 

The  essence  of  Phase  III  is  that  the  Government  retains  the  enforcement 
ability  and  authority  necessary  to  the  Nation’s  anti-inflation  objective  while 
leaving  the  private  sector  the  maximum  possible  freedom  to  punue  produc¬ 
tivity,  efficiency,  and  collective  bargaining. 

THE  OUTLCX)K  FOR  1973 

The  U.S.  economy  will  expand  substantially  in  1973.  All  major  com¬ 
ponents  of  demand  will  rise  strongly  except  for  residential  construction  and 
Federal  purchases.  Aggregate  demand  for  goods  and  services  will  rise  by  about 
10  percent,  from  an  estimated  1972  level  of  $1,152  billion  to  about  $1,267 
billion  in  1973.*  The  real  increase  is  projected  at  6%  percent  with  an  implied 
increase  in  the  GNP  price  deflator  of  3  percent.  This  projection  of  GNP 
prices  is  compatible  with  the  objective  that  the  rate  of  inflation,  as  measured 
by  the  consumer  price  index,  be  reduced  to  2^  percent  or  less  by  the  end  of 
1973.  Civilian  employment  is  expected  to  rise  more  rapidly  than  the  civilian 
labor  force,  reducing  the  unemployment  rate  to  the  neighborhood  of  4^ 
percent  by  the  end  of  the  year. 

The  rx>urse  of  the  U.S.  economy,  at  least  through  the  first  half  of  1973, 
will  be  dominated  by  expansive  forces  already  in  place  at  yearend  1972. 
Business  investment  has  developed  a  strong  forward  momentum,  stimulated 
by  both  the  fact  and  the  expectation  of  expanding  orders,  sales,  and  profits. 
The  ability  and  willingness  of  consumers  to  increase  their  purchases  has  been 
augmented  by  the  large  increase  in  social  security  benefits  in  the  fourth 


•Given  the  path  of  money  GNP  in  1972,  an  increaie  of  10  percent  between  the 
average  level  in  1972  and  the  average  level  in  1973  is  consistent  with  an  increase 
of  9  percent  from  the  end  of  1972  to  the  end  of  1973. 
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quarter  of  1972  and  their  inccHnes  will  be  augmented  again  early  in  1973  by 
Federal  pay  increases.  The  financial  position  of  the  State  and  local  govern¬ 
ment  sector,  stixxiger  than  it  has  been  in  many  years,  will  be  strengthened 
further  by  both  current  revenue  sharing  payments  and  retroactive  payments 
for  1972. 

Given  these  expansive  forces  the  probability  is  that  the  economy  will 
maintain  a  very  high  rate  of  real  growth  over  the  first  half  oi  1973.  After 
midyear,  the  economy  will  be  significantly  closer  to  the  zone  of  full  potential 
output,  and  it  is  both  probable  and  desirable  that  the  rate  of  expansion  will 
and  should  abate  toward  its  sustainable  long-run  path. 

The  outlook  for  the  major  components  of  expenditure  on  GNP  in  1973 
is  discussed  in  the  following  sections. 

Business  Fixed  Investment 

The  Council  expects  the  rise  in  business  fixed  investment  to  continue  on 
its  strong  upward  course  and  to  increase  by  14  percent  from  1972  to  1973, 
about  the  same  as  the  rise  from  1971  to  1972.  The  last  time  two  successive 
annual  increases  of  this  magnitude  occtured  was  in  the  mid-1960’a  A  sub¬ 
stantial  part  of  the  eariier  increase  took  place  before  the  raq)id  buildup  of  the 
war  in  Vietnam.  The  foundation  for  the  large  increase  expected  in  1973 
has  already  been  laid.  The  rapid  expansion  in  1972  has  generated  increased 
requirements  for  capacity  expansion  and  has  also  provided  business  with  a 
substantial  part  of  the  funds  required  for  capital  goods  purchases:  In  addi¬ 
tion  to  rising  profits,  the  actual  and  potential  availability  fimds  has  been 
augmented  by  liberalized  depreciation  provisions,  the  investment  tax  credit, 
and  the  restraint  on  dividend  increases,  as  well  as  by  favoraUe  financial  con¬ 
ditions  in  the  max^cets  for  debt  and  equity  capital.  This  year’s  strong  economy 
will  sustain  investment  plans  that  have  already  been  made  and,  indeed,  will 
probably  lead  to  their  upward  revision. 

Several  indications  of  forward  investment  commitments  were  noted  in 
Chapter  1.  Additional  evidence  can  be  found  in  the  stnmg  buildup  in  un¬ 
filled  order  backlogs  held  by  producers  fA  capital  goods,  which  were  14 
percent  larger  in  November  1972  than  a  year  earlier.  Recent  months  have 
also  seen  a  pronounced  step-up  in  construction  OHitract  awards  fm*  factory 
building,  which  had  been  lagging  for  several  years. 

According  to  the  most  recent  Commerce  Department  survey,  taken  in 
November  and  December  and  published  in  January,  businessmen  were 
projecting  a  rise  of  13  percent  in  their  plant  and  equipment  expenditures 
from  1972  to  1973.  The  survey  also  projected  a  rise  of  13{4  percent  for 
manufacturing  ccxnpanies.  These  results  correspond  fairly  closely  with  a 
similar  survey  conducted  by  McGraw-Hill  in  late  October.  The  manufac¬ 
turing  increases  extended  to  ahnost  all  major  industries  auid  were  especially 
lai^  in  the  durable  goods  sector.  Investment  by  nonmanufacturing  busi¬ 
ness  is  expected  to  omtinue  its  steady  upward  trend  for  a  projected  rise  of 
12^2  percent,  with  lai^er  than  average  increases  in  spending  by  public 
utilities  and  mining. 
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The  Council’s  forecast  for  an  overall  rise  of  14  percent  is  basically  con¬ 
sistent  with  the  rise  projected  in  the  anticipations  survey  for  1973.  One  reason 
for  a  slightly  higher  forecast  is  that  investment  demand  is  expected  to  be 
strong  in  certain  sectors  not  covered  by  the  plant  and  equipment  survey, 
notably  investment  in  agriculture,  and  among  professional  businesses.  A 
second  reason  is  that  over  the  postwar  period  anticipations  have  tended  to 
underestimate  actual  results  during  periods  of  strong  expansion. 

It  is  interesting  to  note  that  experience  in  1972  was  an  exception  to  the 
general  rule:  Business  spent  less  on  new  plant  and  equipment  in  1972  than 
was  projected  early  in  the  year  by  both  the  Commerce  and  McGraw-Hill 
surveys.  It  is  highly  unlikely  that  the  shortfall  was  due  to  disappointments  in 
demand;  indeed,  capital  appropriations,  new  orders,  and  contract  awards  all 
increased  as  1972  progressed.  A  possible  explanation  for  the  shortfall  which 
occurred  is  that  construction  and  equipment  costs  did  not  rise  as  fast  as 
originally  expected,  esp>ecially  for  older  projects  that  had  been  planned 
several  years  previously  and  had  been  reactivated  after  postponement  during 
the  recession. 

Inventory  Investment 

The  change  in  business  inventories  is  expected  to  total  $12}/2  billion  in 
1973,  an  increase  of  about  $7  billion  over  last  year’s  level  of  inventory 
accumulation.  Considering  the  strength  of  the  rise  in  output  and  sales  in 
1972,  inventory  accumulation  was  relatively  low.  However,  stocks  relative 
to  sales  at  the  beginning  of  1972  were  still  a  little  high  by  historical  experi¬ 
ence.  In  addition,  most  sectors  experienced  few  problems  with  delivery 
delays,  and  under  such  conditions  a  major  shift  in  inventory  policy  was  not 
likely.  The  combination  of  last  year’s  strong  upsurge  in  sales  and  the  moder¬ 
ate  rise  in  stocks  has  reduced  the  ratio  of  stocks  to  sales  for  manufacturing 
and  trade  firms  combined  to  its  lowest  level  since  1966.  One  structural  ele¬ 
ment  that  will  help  add  to  inventory  investment  this  year  is  the  increased 
demand — stemming  from  some  of  the  capital-intensive  manufacturing  in¬ 
dustries — for  heavy  equipment  with  long  production  lead  times. 

Residential  Construction 

Residential  construction  expenditures  are  expected  to  rise  only  slightly 
from  1972  to  1973  and  to  decline  somewhat  in  real  terms.  Housing  starts  are 
expected  to  edge  down  gradually  throughout  1973,  averaging  2.2  million 
units  as  compared  to  2.4  million  in  1972.  In  general  the  decrease  in  new 
starts  will  reflect  cutbacks  in  some  areas  where  overbuilding  has  occurred, 
some  reduction  in  the  backlog  of  demand  as  this  is  satisfied  by  the  very  laige 
volume  of  completions  expected  in  1973,  and  somewhat  less  favorable  condi¬ 
tions  in  mortgage  markets  than  prevailed  last  year.  TTie  number  of  new 
nonfarm  housing  units — public  as  well  as  private — to  be  started  under  HUD- 
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subsidized  programs  is  expected  to  exceed  the  1972  level  somewhat,  even 
though  new  commitments  under  these  programs  are  being  discontinued. 

The  reduction  in  total  starts  is  not  expected  to  be  severe  because  the  under¬ 
lying  demand  for  housing — ^buttressed  by  strong  formation  of  new  house¬ 
holds  and  replacement  demand — continues  to  be  very  high.  Furthermore, 
while  some  rise  in  interest  rates  may  occur  as  a  result  (rf  the  strong  upsurge 
in  business  activity,  there  is  little  possibility  of  the  stringent  financial  condi¬ 
tions  that  led  to  shortages  of  mortgage  funds  in  1966  and  1969. 

Government  Purchases 

Government  purchases  are  expected  to  show  mixed  trends.  State  and  local 
purchases  are  projected  to  rise  by  12  percent,  or  by  somewhat  more  than 
last  year’s  10  percent  rise,  due  in  part  to  the  effects  of  revenue  sharing.  Many 
States  and  localities  have  indicated  that  spending  increases  related  to  rev¬ 
enue  sharing  receipts  will  take  the  form  of  capital  projects,  in  which  case  the 
full  impact  of  the  new  program  on  the  economy  will  be  deferred  by  the  Irniger 
lags  involved  in  planning  and  executing  such  expenditures.  There  will  also  be 
tax  cuts  from  existing  levels  or  the  avoidance  of  tax  increases  that  might 
otherwise  have  taken  place  in  the  absence  of  revenue  sharing,  and  also  some 
debt  reduction.  All  of  this  may  stimulate  the  economy  but  not  in  the  form 
of  higher  government  purchases. 

Federal  purchases  of  goods  and  services  are  scheduled  to  show  little  change 
from  1972  to  1973,  which  means  a  decrease  in  real  terms.  The  year  begins 
with  a  Federal  pay  raise  for  both  military  and  civilian  workers  that  is 
expected  to  add  $2.2  billion  a  year  to  Federal  payrolls,  although  part  of  this 
rise  is  expected  to  be  offset  by  subsequent  reductions  in  personnel. 

Net  Exports 

Imports  of  goods  and  services  are  likely  to  exceed  exports  again  in  1973 
but  the  difference  is  expected  to  be  narrower  by  about  $2}/a  billion  than  was 
the  case  in  1972.  The  improving  trend  in  the  balance  of  trade  that  began  in 
mid- 1972  should  continue  through  the  coming  year.  Because  the  growth  of 
U.S.  output  from  yearend  1972  to  yearend  1973  will  be  slower  than  it  was 
in  the  preceding  4-quarter  period,  the  demand  for  imports  should  rise  less 
rapidly  than  during  1972.  At  the  same  time,  eccmomic  growth  in  major 
industrial  countries  abroad  is  expected  to  be  more  rapid  during  1973  than 
during  1972,  and  on  this  account  the  growth  rate  of  demand  for  U.S.  exports 
should  show  an  improvement.  Furthermore  the  slower  rise  in  U.S.  costs  and 
prices  relative  to  those  experienced  by  our  trading  partners  should  increase 
the  relative  demand  for  U-S.  products  both  at  hc»ne  and  abroad.  Finally,  the 
positive  long-run  effect  of  the  December  1971  currency  realignment,  which 
was  offset  by  its  perverse  short-run  effects  on  the  nominal  dollar  value  of  our 
trade  balance  last  year,  can  be  expected  to  show  up  more  clearly  in  1973. 
However,  the  positive  effects  outlined  above  will  be  reduced  by  a  continu¬ 
ing  rise  in  net  fuel  imports. 


Consumer  Spending 

Consumer  spending  is  expected  to  rise  approximately  9^  percent  in  1973, 
exceeding  last  year’s  large  rise  of  S^a  percent.  However,  the  course  of  con¬ 
sumer  demand  within  1973  is  not  likely  to  be  as  rapid  as  it  was  within  1972. 
This  difference  between  year-to-year  and  within-the-year  movements  re¬ 
flects  the  fact  that  unlike  1972,  the  year  1973  starts  off  from  a  high  base. 
For  example,  retail  sales  in  December  after  seasonal  adjustment  were  4^ 
percent  above  the  monthly  average  for  all  of  1972;  the  corresponding  figure 
a  year  ago  was  2^  percent  abc  ve  the  1971  avenge. 

Personal  income  is  expected  to  show  another  large  gain  from  1972  to 
1973,  with  an  expected  rise  ckjse  to  that  of  last  year.  A  large  rise  in  employ¬ 
ment  and  payrolls  will  be  supplemented  by  the  increase  in  social  security 
benefits  that  became  effective  in  the  final  quarter  of  1972  as  well  as  by  new 
benefits  that  become  effective  in  1973. 

Personal  income  is  ctxnputed  after  subtracting  personal  contributions 
for  social  insurance.  This  year,  increased  social  security  tax  rates  and  a 
higher  taxable  earnings  base  will  reduce  personal  income  by  about  $5  bil¬ 
lion.  Although  the  national  income  accounts  record  the  entire  amount  of 
the  tax  rise  beginning  in  the  first  quarter,  it  is  important  to  note  that  the 
portion  due  to  an  increase  in  the  wage  base  ($1.6  billion  at  an  annual  rate) 
does  not,  in  actual  practice,  become  effective  until  later  in  the  calendar  year. 

Disposable  income  is  expected  to  show  an  extremely  large  rise  of  10  per¬ 
cent  this  year,  exceeding  the  rise  in  personal  income  mainly  because  of  the 
refunds  of  the  overwithholding  of  1972  personal  income  taxes.  These 
refunds  are  expected  to  give  a  strong  boost  to  cash  income  in  the 
first  half  of  the  year,  followed  by  a  corresponding  slowdown  in  the  growth 
of  spendable  income  after  midyear.  Some  impact  on  consumption  is  ex¬ 
pected  from  these  refunds,  but  the  greater  part  is  assumed  to  affect  personal 
saving,  as  seems  to  have  been  the  case  in  1972.  Because  of  the  heavy  infu¬ 
sions  of  income  in  the  first  half  of  1973,  the  saving  rate  in  that  period  is  likely 
to  be  very  high  but  it  should  decrease  as  the  year  progresses. 

Labor  force  and  unemployment 

The  unemployment  rate  is  expected  to  decline  to  the  neighborhood  of  4J/2 
percent  by  the  end  of  1973.  This  projection  is  essentially  based  on  the  forecast 
that  real  GNP  in  1973  will  be  about  6^  percent  higher  than  it  averaged  in 
1972.  The  principal  uncertainty  involved  in  translating  the  projection  of 
output  into  a  projection  of  the  unemployment  rate  is  the  growth  of  the  total 
labor  force  (which  includes  the  Armed  Forces)  over  the  course  of  the  year. 

In  the  mid-sixties  it  was  widely  assumed  that  the  trend  rate  of  growth  of 
the  labor  force  would  rise  to  about  1  ^  percent  per  annum  and  remain  there 
through  1980.  In  fact  the  growth  of  the  total  labor  force  turned  out  to  be 
much  higher;  over  the  last  half  of  the  1960’s  it  was  close  to  2^  percent  per 
annum.  As  a  result,  the  total  labor  force  is  now  far  larger  than  the  level 
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projected  in  1965.  The  extraordinary  expansion  in  participation  rates  ended 
in  1970. 

In  1972,  in  spite  of  a  strong  expansicm  in  employment  opportunities,  the 
growth  of  the  total  labor  force  was  close  to  its  long*teim  rate  of  1^4  percent. 
The  uncertainty  for  1973,  and  beyond,  is  whether  labor  force  growth  will 
remain  at  this  level.  There  are  reasons  to  believe  that  it  will,  and  that  the 
extraordinary  increases  between  1965  and  1970  represent  a  one-time  phe¬ 
nomenon,  caused  principally  by  the  fr^owing  factors: 

1.  The  strong  demand  f<H-  labor  due  to  the  Vietnam  mobilization  and 
buildup  increased  labor  force  participation  rates.  In  particular  it  drew  large 
numbers  of  women  and  teenagers  into  the  labor  force  because  so  many  men 
were  either  in  the  Armed  Forces  or  remained  in  college. 

2.  The  fertility  rate  fell  rapidly,  causing  fewer  women  to  be  out  the 
labor  force  looking  after  young  families. 

3.  Because  women  generally  have  a  lower  median  age  at  marriage  than 
men  there  was  a  temporary  excess  o(  women  when  the  first  cohorts  the  post¬ 
war  baby  txxmi  reached  marriageable  age  in  the  mid-1960’s.  Like  the  fall 
in  the  fertility  rate,  the  “marriage  squeeze”  induced  an  abnormal  increase 
in  the  labor  force. 

4.  The  introduction  of  7-day  and  late  night  openings  by  many  sectors  of 
retail  trade  led  to  large  increases  in  the  availability  of  part-time  work. 

These  factors  do  not  seem  to  be  still  operating  on  balance  to  accelerate 
participation  rates  further,  and  it  is  therefore  likely  that  labor  force  growth 
will  now  remain  at  its  long-run  trend  rate  of  1  ^  percent.  If  it  does,  and  the 
size  of  the  Armed  Forces  remains  close  to  present  leveb,  the  4J/4  jjercent 
unemployment  level  forecast  should  be  achieved. 

««••««« 

As  always  there  are  uncertainties.  The  projection  of  a  10  percent  rise  in 
money  GNP  between  1972  and  1973  is  within  the  hig^  side  of  the  fairly 
narrow  range  being  forecast  by  the  majority  erf  economic  models  and  econ¬ 
omists.  The  probability  that  GNP  in  1973  will  differ  from  its  forecast 
value  by  more  than  1  percent  is  extremely  small. 

The  apparent  consensus  on  money  GNP  for  1973  is  due  in  part  to  the 
fact  that  many  of  the  common  foreshadowing  data  used  are  themselves 
stated  in  terms  of  expected  dollar  flows.  There  is  less  agreement  about  how 
the  nominal  increase  will  be  divided  between  real  growth  and  changes  in 
the  price  level — because  we  have  fewer  insists  on  either  of  these  com¬ 
ponents  than  we  have  for  the  total  itself.  The  Council’s  projection  of  a 
3  percent  change  in  GNP  prices  is  at  the  low  end  of  the  range  now  expected 
by  private  forecasters.  It  is  based  on  three  assumptions  about  the  future: 
That  the  limit  on  federal  expenditures  proposed  by  the  President  for  fiscal 
1973  and  fiscal  1974  will  be  met;  that  the  rate  of  rise  in  food  prices  will 
be  less  than  in  1972;  that  there  will  be  a  high  degree  of  compliance  %vith 
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Phase  III  standards,  enforced  as'  necessary  by  the  Econcmiic  Stabilization 
Program.  None  of  these  is  certain  but  the  probability  is  high  that  all  will  be 
realized. 

Notwithstanding  the  uncertainties,  the  economy  in  1973  appears  to  be 
moving  along  a  general  path  which  gives  it  a  better  chance  of  reaching 
sustainable  full  employment  than  it  has  had  in  all  but  one  or  two  years  of 
the  postwar  period. 
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CHAPTER  4 


The  Economic  Role  of  Women 

ONE  OF  THE  MOST  important  changes  in  the  American  economy  in 
this  century  has  been  the  increase  in  the  proportion  of  women  who 
work  outside  the  home.  This  increase  is  the  most  striking  aspect  of  the  expan¬ 
sion  of  the  role  of  women  in  the  eccmomy. 

The  addition  of  millicxis  of  women  to  the  labor  force  has  contributed 
substantially  to  the  increase  of  total  output.  This  is  most  obvious  if  we  focxls 
attention  on  the  output  that  is  measured  and  included  in  the  gross  national 
product  (GNP).  But  even  if  we  subtract  from  the  contribution  of  working 
women  to  the  GNP  the  value  of  the  work  they  would  have  done  at  home, 
there  has  been  an  addition  to  total  output.  Most  of  the  benefits  of  this  addi¬ 
tional  output  accrue  to  the  women  wdio  produce  it,  and  to  their  families. 
There  are,  however,  also  direct  benefits  to  the  society  at  large,  including  the 
taxes  paid  on  the  women’s  earnings. 

Concern  is  sometimes  expressed  that  the  increase  in  women  in  the  labor 
force  will  reduce  the  employment  opportunities  for  men  and  rstise  their 
unemployment.  There  is  no  reason  to  think  that  would  happen  and  there 
is  no  sign  that  it  has  happened.  The  woik  to  be  done  is  not  a  fixed  total. 
As  more  women  enter  employment  and  earn  incomes  they  or  their  families 
buy  more  goods  and  services  which  men  and  women  are  employed  to 
produce.  A  sudden  surge  of  entrants  into  the  labor  force  mi^t  cause  diffi¬ 
culties  of  adjustment  and,  consequently,  unemployment,  but  the  entry  of 
women  into  the  labor  force  has  not  been  of  that  character. 

Women  work  outside  the  home  for  the  same  reasons  as  men.  The  basic 
reason  is  to  get  the  income  that  can  be  earned  by  woiking.  Whether — ^for 
either  men  or  women — work  is  done  out  of  necessity  ot  by  choice  is  a 
question  of  definition.  If  working  out  of  necessity  means  working  in  order 
to  sustain  biologically  necessary  conditions  of  life,  probably  a  small  pro- 
pmrtion  of  all  the  hours  of  work  done  in  the  United  States,  by  men  or 
women,  is  necessary.  If  working  out  of  necessity  means  working  in  order 
to  obtain  a  standard  of  living  which  is  felt  by  the  worker  to  be  desirable, 
probably  almost  all  of  the  work  done  by  both  men  and  wcxnen  is  necessary. 

The  Employment  Act  of  1946  sets  forth  a  goal  of  “maximtim  employ¬ 
ment.”  We  understand  that  to  mean  employment  of  those  wdio  wrant  to 
work,  without  regard  to  whether  their  employment  is,  by  some  definition. 


89 


necessary*  This  goal  applies  equally  to  men  and  to  women.  The  Act  also 
sets  forth  a  goal  of  “maximum  production.”  We  understand  the  meaning 
of  that  goal  which  is  relevant  to  the  present  context  to  be  that  people 
should  be  able  to  work  in  the  employments  in  which  they  will  be  most 
productive.  That  also  applies  equally  to  men  and  women. 

Although  the  goals  apply  equally  to  men  and  women,  some  of  the  ob¬ 
stacles  to  their  achievement  apply  esp>ecially  to  women.  Women  have  gained 
much  more  access  to  market  employment  than  they  used  to  have,  but  they 
have  not  gained  full  equality  within  the  market  in  the  choice  of  jobs,  oppor¬ 
tunities  for  advancement,  and  other  matters  related  to  employment  and 
compensation.  To  some  extent  the  cause  of  this  discrepancy  is  direct  dis¬ 
crimination.  But  it  is  also  the  result  of  more  subtle  and  complex  factors 
originating  in  cultural  patterns  that  have  grown  up  in  most  societies  through 
the  centuries.  In  either  case,  because  the  possibilities  op>en  to  women  are 
restricted,  they  are  not  always  free  to  contribute  a  full  measure  of  earnings 
to  their  families,  to  develop  their  talents  fully,  or  to  help  achieve  the  national 
goal  of  “maximum  production.” 

ADVISORY  COMMITTEE  ON  THE  ECONOMIC  ROLE  OF 

WOMEN 

Recognizing  the  urgency  of  these  problems  and  the  importance  of  leader¬ 
ship  to  change  the  attitudes  which  underlie  them,  the  President  announced 
in  September  the  formation  of  the  Advisory  Committee  on  the  Economic 
Role  of  Women.  The  committee  will  meet  periodically  with  the  Chairman 
<rf  the  Council  of  Economic  Advisers,  providing  a  forum  for  the  interchange 
of  information,  ideas,  and  points  of  view.  This  interchange  will  increase  the 
Council’s  own  expertise  on  the  economics  of  women.  Because  the  function 
of  the  Council  of  Economic  Advisers  is  to  advise  the  President  on  a  wide 
variety  of  economic  issues,  its  association  with  the  committee  will  ensure 
that  the  interests  of  women  will  be  represented  in  economic  policy  decisions. 

With  these  goals  in  mind,  in  January  1973  the  Chairman  of  the  Council 
of  Economic  Advisers  asked  21  men  and  women  representing  diverse  areas 
of  expertise  to  serve  on  the  committee.  They  include  officials  from  the  Fed¬ 
eral  Government  agencies  whose  activities  are  important  to  the  progress  of 
wcxnen,  representatives  frmn  business,  finance,  education,  and  other  private 
institutions,  and  specialists  on  the  economic  problems  of  women  from 
sociology,  psychology,  economics,  and  the  law.  Among  the  topics  that  the 
committee  will  explore  are  job  training  and  counseling  in  the  schools, 
special  problems  of  minority  women,  problems  related  to  child  care, 
women’s  performance  at  work,  the  extent  of  job  discrimination,  women’s 
access  to  credit,  and  legislative  action  on  taxes  and  social  security  that 
may  have  a  different  effect  on  women  than  on  men. 

Another,  more  fundamental,  issue  affecting  women  in  the  economy  under¬ 
lies  many  of  the  others.  The  roles  played  by  women  and  men  have  been 
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sharply  differentiated.  It  is  obvious  that  only  women  are  capable  of  child¬ 
bearing.  But  along  with  this  biologically  determined  role,  women  have  by 
tradition  come  to  assume  primary  responsibility  for  child  care  and  hmne 
management,  while  men  have  primary  responsil^ty  for  the  family’s  fi¬ 
nancial  support.  Until  very  recently  this  division  of  labor  within  the  family 
has  had  such  general  acceptance  as  to  imix)8e  limitations  on  women’s 
work  outside  the  home.  The  way  in  which  the  economic  rcJe  of  women 
evolves  thus  hinges  on  the  most  fundamental  societal  patterns,  and  the 
extent  to  which  social  action  can  and  should  influence  further  change  in 
these  patterns  will  be  one  of  the  most  difficult  and  im{x>rtant  questions  the 
committee  must  consider. 

By  way  of  an  introduction  to  the  problem,  this  chapter  looks  at  job- 
related  aspects  of  the  economic  role  of  wOTcien.  The  committee  will,  of 
course,  deal  with  a  much  broader  range  of  topics. 


PARTICIPATION  IN  THE  LABOR  FORCE 

In  1900  about  20  j)ercent  of  all  women  were  in  the  work  force  (Table  21 ) . 
In  the  succeeding  decades  this  percentage  hardly  increased,  reaching 
about  25  percent  by  1940.  With  World  War  II,  however,  the  movement 
rapidly  accelerated,  and  by  1972  the  percentage  of  women  16  years  and 
older  in  the  work  force  had  risen  to  43.8.  Single  women  and  women 
widowed,  divorced,  or  separated,  have  always  had  higher  labor  force  par¬ 
ticipation  rates  than  married  women  living  with  their  husbands.  By  1950, 
the  participation  of  women  in  the  two  former  groups  had  already  reached 
levels  close  to  those  of  today.  Thus,  the  upward  trend  in  labor  force 
participation  since  World  War  II  has  been  due  almost  entirely  to  the 


Tablb  21. — H'iwwn  in  t/u  labor  fora,  alteUd  yrars,  1900-72 


Yaar 

Woman  in  labor  totca  as 
pareant  of 

Total  labor 
fbrca 

AM  woman  of 
working  ago 

1900 _ 

5,114 

7,189 

1,430 

10,679 

12,845 

19,270 

19,412 

20,584 

23,272 

26,232 

31,560 

33,320 

hhru 

20.4 

20.9 

25.2 

1920  . 

20.4 

23.3 

1930 . 

2L0 

24.3 

1940 . 

24.3 

25.4 

1945 . 

29.6 

35.7 

1950  . .  . 

28.8 

33.9 

1955 _ _ 

30.2 

35.7 

32.3 

37.8 

34.0 

39.3 

1970  . . .  . 

36.7 

43.4 

1972 . .  . 

37.4 

43.8 

Note.— Dita  for  1900  to  1940  ort  from  docoonM  cmmums  ond  rotor  to  a  sinfla  date;  bofinnini  194S  date  ara 
iniHiat  avaraias. 

For  1900  to  1945  date  induda  woman  14  yoan  of  a(a  and  ovar;  bofinojiic  1950  date  induda  woman  II  yaws  of  ago 
and  ovw. 

Labor  fOrca  data  for  1900  to  1930  rotor  to  ninfully  amptoyod  worliars. 

Date  tor  1972  raftoet  adjoatmonte  to  1970  (tonava  bandmurka. 

Soureaa:  Oapartmant  of  Cammarca,  Buraau  of  tka  Canaoa,  and  Dapartmant  of  Ubor,  Bnroao  of  Labor  StatteUcs. 
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changed  behavior  of  married  women  (Table  22).  The  first  to  respond 
were  the  more  mature  married  women  beyond  the  usual  childbearing 
years.  More  recently  there  has  also  been  a  sharp  upturn  in  the  labor  force 
participation  of  younger  married  women. 

The  record  for  men  has  tended  to  run  in  the  opposite  direction.  A  secu¬ 
lar  reduction  in  time  spent  in  paid  work  over  most  men’s  lifetimes  has 
taken  place:  A  man  spends  more  years  at  school  and  enters  the  labor 
force  later  than  formerly;  he  retires  earlier,  works  fewer  hours  a  week,  and 
has  longer  vacations.  Of  course  these  changes  have  also  affected  women, 
but  for  them  the  increase  in  years  woriced  has  far  outweighed  the  other 
work-reducing  factors. 

In  one  very  important  respect,  however,  the  working  life  patterns  of  men 
and  women  have  not  merged.  The  typical  man  can  expect  to  be  in  the 
labor  force  continuously,  for  an  unbroken  block  of  some  40  years  between 
leaving  school  and  retirement.  Of  men  in  the  25-54  year  age  group,  95.2 
jjercent  were  in  the  labor  force  in  1972.  For  most  women,  this  continuity 
in  participation  is  the  exception  rather  than  the  rule. 


Table  22. — Labor  force  participation  rates  of  worrun  by  marital  status  and  age,  1950,  1960 

and  1972 

|P*re»nt  >1 


Marital  status  and  yaar 

Aga 

20-24 

years 

25-34 

years 

35-44 

years 

45-64 

years 

SIngla: 

1950 . 

50.5 

26.3 

74.9 

84.6 

83.6 

70.6 

23.8 

1960 . 

44.1 

25.3 

73.4 

79.9 

79.7 

75.1 

21.6 

1972 . 

54.9 

41.9 

69.9 

84.7 

71.5 

71.0 

19.0 

Marriad,  husband  prasant: 

1950 . 

23.8 

24.0 

28.5 

23.8 

28.5 

21.8 

6.4 

1960 . 

30.5 

25.3 

30.0 

27.7 

36.2 

34.2 

5.9 

1972 . 

41.5 

39.0 

48.5 

41.3 

48.6 

44.2 

7.3 

Widowad,  divorcad,  or  saparatad: 

1950 . . . 

37.8 

0) 

45.5 

62.3 

65.4 

50.2 

8.8 

1960 . 

40.0 

37.3 

54.6 

55.5 

67.4 

58.3 

11.0 

1972 . 

40.1 

44.6 

57.6 

62.1 

71.7 

61.1 

9.8 

I  Labor  force  as  percent  of  noninatitutional  population  in  group  tpeeified. 

>  Not  available. 

Note.— Data  relate  to  March  of  each  year. 

Data  for  1960  and  1960  are  for  women  14  years  of  age  and  over;  data  lor  1972  are  for  women  16  years  of  age  and  over. 
Source:  Department  of  Labor,  Bureau  of  Labor  Statistics. 

THE  HISTORICAL  PATTERN 

What  are  the  causal  factors  that  induced  women  to  enter  the  labor  force? 
One  might  have  expected  that  the  strong  increases  in  husbands’  real  in¬ 
comes  which  occurred  during  the  period  would  have  provided  an  incen¬ 
tive  to  women  not  to  enter  the  labor  force.  This  seeming  puzzle  is  resolved, 
however,  when  one  considers  that  by  entering  the  labor  force  women  did 
not  leave  a  life  of  leisure  for  work,  but  rather  changed  from  one  kind  of 
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woric,  work  at  home,  to  another  kind  of  work,  work  in  the  market.  The 
incentive  for  women  to  make  this  dramatic  occupational  change  came  frcnn 
several  developments  which  made  paid  work  outside  the  home  the  increas¬ 
ingly  more  profitable  alternative. 

Rapidly  rising  earnings  and  expanded  job  opportunities  for  women 
gave  a  strong  impetus  to  the  change.  The  expansion  of  job  oppor¬ 
tunities  for  women  was  undoubtedly  influenced  by  the  expansion  of  the 
service  sector  of  the  economy,  where  employment  increased  by  77  percent 
from  1950  to  1970,  compared  to  the  increase  of  26  percent  in  the  goods- 
producing  industrial  sector  over  the  same  period.  Women  have  always  been 
more  heavily  represented  in  services  than  in  industry,  since  the  service 
sector  offers  more  white-c(Jlar  employment  and  provides  more  opportunities 
for  part-time  work,  an  especially  important  feature  for  women  with  small 
children.  On  the  other  hand,  the  increasing  supply  of  women  workers 
perhaps  itself  contributed  to  the  rapid  expansion  in  the  service  sector. 

The  increase  in  women’s  educational  attainments  has  also  helped  to  raise 
the  amount  they  can  earn  by  working.  Education  may  make  women  more 
productive  in  the  home,  that  is,  more  efficient  housekeepers,  consumers,  and 
mothers,  but  education  appears  to  increase  still  more  their  productivity  in 
work  outside  the  home.  Women  with  more  education  earn  more,  and  they 
are  more  likely  than  less  educated  women  to  seek  work  in  the  market. 

Because  life  expectancy  has  increased  considerably  over  the  century  (and 
more  for  women  than  for  men) ,  and  because  most  women  complete  their 
childbearing  at  a  younger  age,  women  can  look  forward  with  more  cer¬ 
tainty  to  a  longer  uninterrupted  span  of  years  in  the  labor  force.  This  length¬ 
ening  of  a  woman’s  expected  working  life  is  significant  because  it  increases 
her  return  on  her  investment  in  training  and  education:  the  greater  the 
j  number  of  years  in  which  to  collect  the  return  the  greater  is  the  return. 

These  increases  in  the  income  a  woman  could  potentially  earn  meant 
essentially  that  time  spent  producing  goods  and  services  at  hcrnie  was  coming 
at  a  higher  and  higher  cost  in  terms  of  the  income  foregone  by  not  working 
in  the  market.  It  made  sense  then  to  buy  available  capital  equipment  (such 
as  washing  machines)  which  would  substitute  for  some  of  the  housewife’s 
time  and  free  her  to  go  to  work.  And  changes  in  technology  which  lowered 
the  cost  and  increased  the  array  of  time-saving  devices  facilitated  the 
substitution. 

The  most  difficult  home  responsibility  to  6nd  a  good  substitute  for  is 
child  care;  and,  although  the  labor  force  participation  of  women  with 
children  under  6  years  has  increased  from  12  percent  in  1950  to  30  percent 
in  1971,  child- rearing  is  probably  the  major  factor  causing  scone  women  to 
interrupt  and  others  to  curtail  their  careers. 

The  long-term  decline  in  the  average  number  of  children  in  the  family 
has  undoubtedly  had  a  strong  influence  on  the  propx>rtion  of  women  enter¬ 
ing  the  labor  force.  Advances  in  birth  control  techniques  pjermit  parents 
not  only  to  reduce  the  number  of  births  but  also  to  control  their  timing  to 
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suit  a  mother’s  woridng  career.  Declines  in  infant  and  child  mortality  may 
also  have  encouraged  a  reduction  in  births  by  increasing  the  parents’  ex¬ 
pectation  that  all  their  children  would  survive  to  adulthood.  On  the  other 
hand,  reductions  in  family  size  may  themselves  be  influenced  by  the  desire 
of  women  to  work. 

Childbearing  has  a  very  noticeable  effect  on  the  patterns  of  women’s 
labor  force  participation  by  age.  Based  on  census  data,  Chart  9  traces  the 
lifetime  changes  in  labor  force  participation  by  groups  of  women  bom  at 
different  times,  the  earliest  group  consisting  of  v/omen  bom  between  1886 
and  1895.  The  chart  therefore  simulates  the  actual  work  history  of  par¬ 
ticular  cohorts  of  women  followed  longitudinally.  According  to  this  chart, 
the  various  forces  in  the  economy  that  have  induced  women  to  work  have 
generally  had  a  more  powerful  effect  on  women  beyond  the  childbearing  ages 

ctMrt  a 


Labor  Force  Participation  Over  a  Working 
Life  of  Cohorts  of  Women  Born  in  Selected 
Time  Intervals,  1886-1955 


PARTICIPATION  RATE  (PERCENT)* 


•TOTAL  LABOR  FORCE  AS  PERCENT  OF  TOTAL  MOHINSTITUTIONAL  POPULATION  IN  CROUP  SPECIFIED. 
NOTE;  FOR  WOMEN  BORN  BETWEEN  iaS6  AND  I9IS,  THE  FIRST  ACE  PLOTTED  IS  14-24  YEARS.  COHORTS 
REACH  EACH  ACE  INTERVAL  ACCOROINC  TO  THE  MIDPOINT  OF  THEIR  BIRTH  YEARS.  THUS.  THE 
COHORT  BORN  IIM-9S  REACHED  ACES  2S-)4  IN  1920  AND  ACES  SS44  IN  I9S0;  THE  COHORT  BORN  191i-2S 
REACHED  ACES  2S-34  IN  I9S0  AND  ACES  4S  S4  IN  1970. 

SOURCE:  DEPARTMENT  OF  COMMERCE. 
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than  on  younger  groups.  Those  increases  in  labor  force  participation  that 
have  occurred  for  groups  of  women  reaching  the  childbearing  ages  of  20-34 
years  have  been  closely  associated  with  declining  fertility  rates.  Thus  labor 
force  participation  for  the  group  reaching  25-34  years  increased  substan¬ 
tially  from  1930  to  1940,  and  again  between  1960  and  1970,  vdiile  there 
was  a  decline  between  1940  and  1950  in  the  participation  of  those  reaching 
this  age  group — the  baby  boom  mothers.  Whether  the  young  women  now 
in  their  twenties  have  simply  postponed  having  children  and  will  later  drop 
out  of  the  labor  force  or  whether  many  will  continue  to  work,  choonng  to 
have  small  families  or  remain  childless  is,  of  course,  a  question  of  great 
interest. 

THE  WORKING  WOMAN  TODAY 

Although  the  decisions  of  individual  women  to  work  outside  the  home 
are  undoubtedly  based  on  many  different  factors,  there  are  some  economic 
factors  which  seem  to  be  of  overriding  importance.  The  necessity  to  support 
oneself  or  others  is  one  obvious  reason  and,  not  surprisingly,  adult  single 
women  and  women  who  have  been  separated  from  husbands  or  widowed 
are  highly  likely  to  work. 

The  increase  in  earnings  opportunities,  which  proved  to  be  such  a  power¬ 
ful  factor  influencing  the  secular  growth  of  women’s  participation  in  the 
labor  force,  is  a  similarly  powerful  factor  influencing  the  pattern  of 
women’s  participation  at  any  given  time.  Thus,  education  and  other 
training  which  affect  the  amount  a  woman  can  earn  are  strongly  related 
to  women’s  work  patterns.  The  importance  of  education  is  such  that,  whether 
a  woman  u  single,  married  or  separated,  the  more  education  she  has,  the  more 
likely  she  is  to  work.  One  striking  exception  to  this  pattern  is  that,  amcmg 
mothers  of  children  under  6  years  old,  there  is  scarcely  any  relation  between 
education  and  labor  force  participation.  Thus,  the  rearing  of  children  of 
preschool  age  causes  all  women,  regardless  of  education,  to  curtail  their  work 
outside  the  home.  However,  the  drop  in  participation  during  this  child- 
rearing  period  is  most  pronounced  for  highly  educated  women  who  in  other 
circumstances  have  much  higher  participation  rates. 

Althou^  for  most  women  the  childbearing  period  has  been  reduced,  child¬ 
bearing  still  means  an  interruption  of  outside  work.  A  longitudinal  survey  of 
the  lifelong  work  experience  of  wcmien  indicates  that  among  all  women  who 
were  30-44  years  old  in  1%7,  only  7  percent  had  worked  at  least  6  months 
out  of  every  year  since  leaving  school.  Among  married  women  with  children 
the  proportion  was  still  lower,  dropping  to  3  percent.  By  contrast,  30  percent 
of  childless  married  women  in  the  same  group  had  worked  at  least  6  months 
out  of  every  year.  Information  on  job  tenure  collected  by  the  Bureau  of 
Labor  Statistics  illustrates  much  the  same  phenomenon.  As  of  January  1968, 
continuous  employment  in  their  current  job  came  to  2.4  years  (the  median) 
for  women  and  4.8  years  for  men.  Job  tenure  increases  with  age  for  both 
men  and  women.  At  ages  45  and  over  the  median  was  12.7  years  for 
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men  and  6.6  yean  for  wcnnen.  Since  women  tend  to  change  jobs  less 
frequendy  than  men,  their  shorter  time  spent  on  any  given  job  is  the  result 

a  higher  propensity  to  leave  the  labor  force  at  least  temporarily.  In  1964 
a  survey  of  women  who  had  dropped  out  of  the  labor  force  in  1962  or  1%3 
and  had  not  yet  reentered  was  undertaken  by  the  Labor  Department  in  an 
effort  to  find  out  why  they  had  left.  Pregnancy  was  most  frequently  cited  as 
the  prinuuy  reason — by  74  percent  of  the  18-  to  24-year-olds  and  56  percent 
of  the  25-  to  34-year-olds. 

Among  married  women,  husband’s  income  does  not  have  a  very  pro¬ 
nounced  effect  on  woik  patterns.  The  median  annual  income  of  husbands 
with  working  wives  was  $8,070  in  1971  compared  to  $8,330  for  husbands 
of  wives  not  in  the  labor  force.  Only  when  husbands’  incomes  reach  the 
$10,000  and  over  category  does  wives’  participation  decline  to  any  noticeable 
extent.  However,  many  other  things  vary  with  husbands’  incomes,  such  as 
wives’  education  and  age  as  well  as  family  size.  These  other  factors  are  suffi¬ 
ciently  important  to  obscure  the  simple  relation  between  husband’s  income 
and  a  wife’s  tendency  to  work.  It  should  be  noted,  however,  that  during  a  time 
of  hardship,  such  as  when  a  husband  experiences  a  prolonged  spell  of  un¬ 
employment,  wives  who  usually  do  not  work  may  be  compelled  to  work. 
Thus,  the  labor  force  participation  women  with  unemployed  husbands 
is  generally  above  that  of  women  with  employed  husbands. 

Although  the  probability  that  a  black  woman  will  work  seems  to  vary  with 
education  and  presence  of  children  in  much  the  same  way  as  it  does  for  all 
women,  there  is  one  very  striking  difference:  the  labor  force  participation 
of  black  women  is  higher.  Particularly  pronounced  differences  are  observed 
when  the  compariscm  of  labor  force  participation  is  confined  to  married 
women  living  with  their  husbands.  In  March  1971,  about  53  percent 
of  black  wives  were  in  the  labor  force  compared  to  40  percent  of 
white  wives.  One  important  reason  why  this  difference  prevails  may  be 
that  the  earnings  of  black  wives  are  closer  to  their  husbands’  than  is 
the  case  among  white  married  couples.  In  1971  black  married  women  who 
worked  year-round,  full-time  earned  73  percent  as  much  as  black  married 
men  who  worked  year-round,  full-time.  Among  whites  the  percentage  was 
only  51  percent.  Behind  these  relationshiprs  is  the  fact  that  black  men  earn 
considerably  less  than  white  men,  while  black  women’s  earnings  are  much 
closer  to  white  women’s  earnings. 

UNEMPLOYMENT 

Women  have  generally  experienced  more  unemployment  than  men  and 
this  differential  has  been  more  pronounced  in  recent  years  (Table  23). 
However,  the  source  of  women’s  unemployment  differs  from  that  of  men’s, 
and  this  makes  a  comparison  of  unemployment  differences  more  complex 
than  might  appear. 
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Table  23. — Untmphymtnt  rtUs  by  ux  mi  agt,  uUctti  ytmrs,  195&-72 


INrcMt^ 


Sosand  af* 

1956 

1961 

1965 

1969 

1972 

AN  ororkars . 

17 

IS 

15 

16 

Mop . 

14 

10 

11 

19 

IS-tl  yaor* . 

17.1 

111 

11.4 

119 

»-24  yaors . 

^^HnTl 

111 

14 

11 

12 

15-54  yoors . 

11 

2.7 

1.6 

11 

55  yoah  and  over . 

17 

13 

1.9 

13 

Woman . 

mm 

7.2 

15 

17 

16 

IS-ll  years . 

11.2 

113 

117 

113 

117 

»-24  iroan . 

13 

11 

7.3 

13 

13 

4.1 

12 

13 

IS 

19 

U  ymn  and  ovtr . 

13 

14 

11 

12 

14 

I  UMinpleymMl  m  pMCMrt  of  cMNoo  labor  forco  l«  graop  oooeHod. 
Sourco;  Dopartmant  of  Labor,  Boroou  of  Labor  Statloto. 


Some  of  the  difference  arises  from  the  way  people  are  classified  in  our 
unemployment  statistics.  A  penon  with  a  job  is  not  classified  as  unemployed 
even  though  he  or  she  may  be  searching  for  another  job.  However,  worii  at 
home  is  not  coimted  as  a  job.  Thus,  a  woman  \^o  may  in  a  real  sense  be 
clearly  employed  in  the  home  while  she  searches  for  a  job,  will  be  counted 
as  unemployed,  unlike  the  man  who  searches  while  on  his  job. 

Most  adult  men  are  continuously  in  the  labor  force  and  therefore  become 
unemployed  because  they  have  either  quit  or  lost  their  jobs  (Table  24) .  For 
women,  the  picture  is  different:  labor  force  particifiation  is  frequently  in> 
terrupted,  sometimes  for  several  years,  but  sometimes  just  for  several  weeks 
during  the  year.  Thus,  although  59.8  percent  of  the  women  24-54  years 
old  were  in  the  labor  force  at  one  time  or  another  during  1971,  only  38.2 
percent  were  in  the  labor  force  for  50-52  weeks  during  the  year.  This  hij^ 
rate  of  labor  force  turnover  generates  unemployment,  and  it  is  not  sur¬ 
prising  to  find  that  in  both  the  tight  labor  market  of  1%9  and  the  looser 
labor  mariiet  of  1972  a  considerable  portion  of  imemployed  women  were 


Table  24. — Distribution  of  unemplojmera  of  adult  men  and  women  by  reason  for  unempleyment, 

1969  and  1972 

INicbirtI 


Reason  for  unampioymant 

Man  20  years  and  ovar 

Woman  20  yoars  and  o«*r 

1969 

1972 

1969 

1172 

Total  unampioymant . 

100.0 

1 

100.0 

100.0 

100.0 

Separated  from  a  Job . 

711 

713 

49.9 

517 

Job  losars . 

S7.S 

616 

310 

31.4 

Job  laavars . 

17.0 

117 

111 

113 

Labor  fore*  entrants . 

25.2 

216 

50.2 

44.3 

Raantrants . 

214 

21.6 

44.1 

31.4 

Now  entrants . 

11 

11 

15 

19 

Unampioymant  rat* . . . 

11 

10 

17 

14 

Not*.— Detail  miy  not  add  to  totals  bacauso  of  roundini. 
Souico:  Dopartmant  of  Labor,  Bureau  of  Labor  Statistics. 
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labor  force  entrants  (Table  24).  People  entering  or  reentering  the  labor 
force  tend,  however,  to  be  unemployed  for  relatively  short  f>eriods,  and 
this  is  one  of  the  reasons  why  the  duration  of  imemployment  b  in  general 
shorter  for  women  than  for  men  (Table  25). 


Table  25. — Unempleyment  of  adult  nun  and  women  by  duration  and  reason,  1972 


S«x,  •nd  rMSon 


M«n  20  yMn  and  ov«r.... 

Lott  iMt  job . 

Loft  Int  job . 

Roontorod  labor  forca. 
Novor  workad  bofcrt. 

Woman  20  yoais  and  ovar. 

Lott  latt  Job . 

Laft  latt  . 

Raontorad  labor  farca. 
Navar  workad  bofcra. 


Total 

unomploymMt 

(thouunds) 

ParcMt  of  total  unomptoymont 

Unomploy- 

mantof 

loaa  than 
5waoki 

Unaniploy* 
mantof 
15waakt 
and  ovar 

1,928 

37.0 

3L6 

1,207 

33.6 

35.3 

245 

44.9 

24.9 

416 

41.7 

25.4 

58 

39.0 

2L8 

1,610 

48.4 

22.8 

635 

35.6 

33.4 

262 

50.0 

19.2 

635 

59.8 

14.4 

79 

55.7 

16.5 

Nota.— OataH  may  not  add  ta  tatab  bacauto  at  roandinf. 
Souica:  Dapartmont  of  Labor,  Buroau  of  Labor  Statittict. 


In  order  to  know  what  significance  to  attach  to  the  observation  that  the 
greater  unemployment  of  women  appears  to  be  related  to  their  greater 
labor  force  turnover,  it  b  of  course  necessary  to  know  more  about  the  causes 
of  the  turnover.  Some  have  stressed  that  excessive  labor  force  turnover 
indicates  a  p>oor  job  market.  According  to  thb  view,  women  drop  out  of  the 
labor  maiieet  because  lack  of  oppiortunities  has  discouraged  them  from 
continuing  the  search.  Evidence  for  thb  point  of  view  b  cited  from  Labor 
Department  surveys,  which  indicate  that  some  of  those  women  out  of  the 
labor  force  are  there  because  they  do  not  believe  they  could  find  work.  In 
1972,  525,000  women  or  1.2  percent  of  those  out  of  the  labor  force  were 
reported  in  thb  category. 

.  Another  school  of  thought,  however,  stresses  that  the  labor  force  turn¬ 
over  of  women  and  the  unemployment  it  generates  is  largely  induced  by 
factors  external  to  the  current  labor  market,  such  as  the  uneven  pres¬ 
sures  of  home  respionsibilities.  Several  kinds  of  evidence  support  thb  point 
of  view.  Unemployment  among  women  app>ears  to  be  related  to  the  nature 
of  home  responsibilities.  For  example,  in  1971  the  unemployment  rate  for 
married  women  with  children  under  3  years  was  11.7  percent,  compared 
to  the  rate  of  4.5  percent  for  married  women  with  no  children  under  18 
years.  Moreover,  on  numerous  surveys  women  cite  pregnancy,  home  respon¬ 
sibilities,  or  husband’s  relocation  as  primary  reasons  for  leaving  the  job 
or  the  labor  force. 
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It  would  of  course  be  interesting  to  know  more  about  the  imemployment 
experience  of  women  who  do  remain  continuously  in  the  labor  force.  Some 
evidence  from  the  Labor  Department’s  longitudinal  survey  indicates  that 
women  who  were  in  the  labor  force  in  both  1967  and  1969  had  considerably 
lower  unemployment  in  1969  than  those  who  were  in  the  labor  force  in 
1969  but  not  in  1%7.  The  unemployment  rate  in  1%9  for  the  group  who 
were  also  in  the  labor  force  2  years  previously  was  2.9  percent,  compared 
to  the  rate  of  6.9  percent  for  the  women  who  were  in  the  labor  force  only 
in  1%9.  However,  this  was  still  above  the  rate  of  2.1  percent  for  men  20 
years  old  and  over  in  1969,  as  measured  by  the  household  survey. 

Although  movement  in  and  out  of  the  lalbor  force  is  probably  the  most 
important  factor  leading  to  higher  unemployment  for  wcanen  compared  to 
men,  two  other  factors  seem  to  be  important.  Women  with  less  time  on  a 
job  and  in  whom  the  employer  had  made  negligible  training  investments 
are  more  vulnerable  to  layoffs.  Finally,  one  additional  factor  which  doubt¬ 
less  contributes  to  unemployment  of  married  women  is  the  difficulty  in 
maximizing  employment  opportunities  for  both  the  husband  and  the  wife. 
A  wife  seldom  is  free  to  migrate  to  wherever  her  own  prospects  are  best. 

It  is  important  to  emphasize,  because  the  point  is  often  misunderstood, 
that  to  explain  the  unemployment  of  wcxnen  is  not  to  excuse  it  or  belittle 
it  or  to  place  blame  on  the  women  who  are  tmemployed.  The  unemploy¬ 
ment  of  women  who  seek  work  is  costly,  to  themselves,  their  families,  and 
the  Nation.  Our  goal  should  be  to  reduce  this  unemployment  wherever 
that  can  be  done  by  means  which  are  not  themselves  more  costly.  Some 
unemployment  entails  more  loss  for  the  workers  involved  and  to  the  eccm- 
omy  as  a  whole  than  other;  some  is  more  amenable  to  correction  by  the 
persons  direcdy  affected  than  other  unemployment.  But  these  distinctions 
do  not  nm  along  sex  lines. 

THE  WIDENING  IN  THE  REPORTED  MALE-FEMALE 
UNEMPLOYMENT  DIFFERENTIAL 

During  the  1960’s  the  differential  in  reported  unemployment  between 
women  and  men  widened.  Two  factors  may  help  to  explain  the  change. 
The  Rrst  has  to  do  with  changes  in  the  unemployment  survey  questionnaire 
introduced  in  1967. 

Persons  are  classified  as  unemployed  if  they  have  not  worked  during  the 
survey  week,  were  available  to  work  during  the  survey  week,  and  had  made 
specific  efforts  to  find  a  job  such  as  looking  in  the  ‘Svant-ads”  section  of 
the  newspaper  or  going  to  an  employment  agency.  Prior  to  1967  the  period 
of  jobseeking  efforts  was  not  specified,  and  it  is  believed  that  many  respond¬ 
ents  interpreted  the  question  narrowly  to  mean  that  one  had  to  have  looked 
for  a  job  in  the  week  just  prior  to  the  survey.  In  1%7  the  unemployment 
question  was  changed  by  specifying  4  weeks  preceding  the  survey  as  the 
point  of  reference.  Data  from  samples  taken  on  both  the  old  and  new 
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basis  are  available  for  1966.  In  that  year  the  unemployment  rate  for 
women  aged  20  years  or  older  was  0.4  percentage  points  higher  <mi  the  new 
basis  than  on  the  (^d.  This  increase  in  the  rate  for  women  as  a  result  of 
the  change  in  the  questionnaire  has  been  interpreted  as  reflecting  the 
likelihood  that  the  jobseeking  activities  of  women  are  more  intermittent. 
As  a  result  of  lengthening  the  reference  period  to  4  weeks,  persons 
\^o  had  briefly  looked  for  work  but  who  were  not  actively  seeking  work  by 
the  time  of  the  survey  week  would  be  added  to  the  unemployed  under  the 
new  definition. 

Although  the  reported  unemployment  of  some  men  may  also  have  been 
increased  as  a  result  of  the  effective  lengthening  of  the  unemployment  refer¬ 
ence  period,  other  changes  in  the  questionnaire  in  1967,  which  were  evidently 
unimportant  for  women,  seemed  to  reduce  the  reported  unemployment  of 
men.  Indeed  these  changes  were  of  sufficient  importance  that  the  net  effect 
was  to  lower  the  unemployment  rate  for  men  20  years  old  and  over  by  0.3 
percentage  points.  The  unemfrfoyment  rate  for  men  was  evidently  lowered 
for  two  reasons:  By  a  reclassification  from  unemployed  to  em|rioyed  of 
persrms  absent  from  woric  because  of  a  vacation  or  a  labor  dispute  but  at 
the  same  time  looking  for  work;  and  by  the  fact  that  piersons  stating  that 
they  had  given  up  the  search  for  work  were  no  longer  counted  as 
unemployed. 

The  1966  samples  indicate  that  as  a  result  of  the  changes  in  the  unem¬ 
ployment  questionnaire,  which  increased  the  rate  for  women  and  lowered 
the  rate  for  men,  the  reported  male-female  unemployment  differential, 
comparing  men  and  women  20  years  old  and  over,  increased  from  1.3  per¬ 
cents^  points  to  2.0  percentage  points.  We  cannot,  of  course,  be  stire  that 
effects  of  the  same  precise  magnitude  have  persisted  ever  since  the  new 
definitions  were  substituted  in  1%7.  However,  the  definitional  change  has 
undoubtedly  contributed  to  a  wider  unemployment  differential  since  the 
late  1960’s. 

Another  factor  ctHitribudng  to  the  widening  of  the  unemployment  dif¬ 
ferential  may  be  the  rapid  incresue  in  the  labor  force  participation  of  women 
during  the  1960’s,  unce  its  effect  was  to  increase  the  proportion  of  women 
entering  or  reentering  the  labor  force,  with  an  accompanying  increase  in 
unemployment. 

EDUCATION  AND  THE  OCCUPATIONAL  DISTRIBUTION 

Some  of  the  hesitancy  of  women  to  enter  or  to  stay  in  the  labor  force  is 
undoubtedly  the  result  of  societally  determined  factors  that  restrict  the 
possibilities  open  to  them.  The  low  representation  of  women  in  positions  of 
responsibility  is  striking.  Ctespite  gradual  gains,  prog^ress  has  not  been  suffi¬ 
cient  to  aker  the  picture  significantly  (Table  26) .  Exactly  how  much  of  this 
situation  has  been  imposed  on  women  because  of  prejudice  and  how  much  of 
it  derives  from  a  voluntary  adjustment  to  a  life  divided  between  home  re- 
sporuibilities  and  work  remains  obscure.  The  existence  of  discriminatory 
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Table  26. — H'iwiwii  as  a  parunt  af  ptrsons  in  ssturai  proftuional  and  manattrial  ottubatiant, 

1910-70 


IPwcmQ 


OecapatioMl  grosp 

1910 

1920 

1930 

1940 

1950 

1960 

1970 

(LS 

1.4 

2.2 

2.4 

4.0 

2.3 

2.9 

■9 

30.2 

31.9 

26.5 

23.2 

2L2 

3.3 

1.9 

1.5 

2.7 

2.3 

l&l 

24.0 

25.0 

32.0 

3L6 

^.4 

.4 

1.2 

.6 

2.5 

3.5 

3.5 

1.7 

3.1 

3.2 

4.3 

6.4 

7.1 

L3 

6.0 

5.0 

4.4 

4.7 

LI 

L9 

L3 

*  Data  for  1920  and  1930  probably  ioduda  soma  taacbara  In  xbools  boiow  coUatfata  rank.  Tha  OMca  of  Edacation  no* 
timaiaa  tha  1990  flnnra  ctoaar  to  29  pareant. 

<  Lau  than  ona  tanth  of  1  porcooL 

Noto.— Data  ara  from  tfco  dacannial  canausaa.  Data  for  1910  and  1920  induda  pataona  10  yaata  of  a(a  and  ovor;  data  for 
1930  to  1970  indado  poiaona  14  yaara  of  aca  and  ovar. 

Sovica:  Dapartmant  of  Commorco,  Boraaa  of  tha  Canaua. 

barriers  may  discourage  women  from  seeking  the  training  or  adopting  the 
life  style  it  would  take  to  achieve  a  responsible  and  hi^ly  demanding  job. 
On  the  other  hand,  women  who  expect  to  marry  and  have  children  and  who 
also  put  their  role  at  home  first  are  subject  to  considerable  uncertainty  about 
their  future  attachment  to  the  l2dx>r  force.  In  the  latter  case,  incentives  to 
train  extensively  for  a  career  would  be  few;  and,  once  such  women  started 
working,  the  restrictions  imposed  by  home  responsibilities  could  limit  their 
ability  to  take  a  job  requiring  long  hours  or  the  intensive  commitment  that 
most  high-status  positions  demand.  At  the  same  time,  changes  in  the  ac¬ 
cepted  social  roles  of  men  and  women  would  alter  current  patterns  if  they 
changed  women’s  expectaticms  about  their  future  in  the  labor  force. 

For  whatever  reasons,  from  school  onward  the  career  orientation  of 
women  differs  strikingly  from  that  of  men.  Most  women  do  not  have  as 
strong  a  vocatimial  emphasis  in  their  schooling;  and  for  those  who  do,  the 
preparation  is  usually  for  a  stereotypied  “femsde”  occupation. 

Although  the  probability  of  graduating  from  high  school  has  been  some¬ 
what  greater  for  women  than  for  men,  it  is  less  probable  that  a  woman  will 
complete  college,  and  still  less  that  she  will  enter  graduate  school.  The  rep¬ 
resentation  of  women  consequently  declines  as  they  move  upward  through 
the  stages  of  education  beyond  high  school.  In  1971,  50  percent  all  hi^ 
school  graduates  were  women  and  45  percent  of  first-year  college  students 
were  women.  During  1971  wwnen  earned  44  percent  ot  the  bachelor’s 
degrees  granted,  40  percent  of  the  master’s  degrees,  and  14  percent  of  the 
doctorates. 

Even  more  striking  are  the  differences  in  the  courses  taken.  At  both  the 
undergraduate  and  advanced  levels,  women  are  heavily  represented  in  Eng¬ 
lish,  languages,  and  fine  arts — the  more  general  cultural  fields.  They  are 
poorly  represented  in  disciplines  having  a  strong  vocational  emphasis  and 
promising  a  high  pecuniary  return.  In  1970,  9.3  percent  of  the  baccalau¬ 
reates  in  business  and  3.9  percent  of  the  master’s  in  business  went  ta  women. 
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In  the  biological  sciences,  women  had  a  larger  share,  taking  about  30  per¬ 
cent  of  the  bachelor’s  and  master’s  degrees  and  16  percent  of  the  doctorates. 
But  only  8.5  percent  of  the  M.D.'s  and  5.6  percent  of  the  law  degrees  went 
to  women.  Most  of  these  percentages,  low  as  they  are,  represent  large  gains 
from  the  preceding  year. 

The  situation  is  quite  different  in  the  so-called  women’s  occupations.  In 
1971  women  received  74  percent  of  the  B.A.’s  and  56  percent  of  the  M.A.’s 
given  in  education.  In  library  science,  which  is  even  more  Brmly  dominated 
by  women,  they  received  82  percent  of  all  degrees  in  1971.  And  in  nursing, 
98  percent  of  all  the  degrees  went  to  women. 

It  is  not  surprising,  then,  to  6nd  that  women  do  not  have  anything  like  the 
same  occupational  distribution  as  men.  Even  within  an  educational  level, 
signiBcant  differences  remain  in  the  distribution  across  broad  occupa¬ 
tional  categories  (Table  27).  Although  77  percent  of  women  college  gradu¬ 
ates  in  1970  were  in  the  professions,  mostly  as  teachers,  only  4.8  p>ercent, 
computed  to  20  pjercent  for  men,  were  classihed  as  managers.  At  high  school 
levels,  the  proportion  of  women  working  as  skilled  craftsmen  is  minus¬ 
cule,  although  a  substantial  proportion  of  women  are  blue-collar  workers  in 
the  lower  paying  operative  categories. 

The  supplement  to  this  chapter,  appearing  in  Appondix  A,  summarizes  in 
detail  women’s  representation  in  occupations  more  narrowly  dehned.  Al¬ 
though  women  are  found  in  all  occupations,  the  extent  of  occupational  segre¬ 
gation  by  sex  is  large.  In  broad  outline,  this  situation  does  not  app>ear  to 
have  undergone  any  dramatic  change  between  1950  and  1970,  although 
there  are  several  examples  of  large  increases  in  the  propx>rtion  of  women 
in  less  typically  “female”  occupations  (for  example  busdrivers,  bartenders, 
and  compjositors  and  typjesetters) . 


Table  27. — Occupational  distribution  of  employed  persons  by  education  and  sex,  1970 
(NiCMtl 


OeeupttioMl  groups 

High  school 

Collaga  graduatas 

1-3  years 

4  yaars 

Man 

Woman 

Man 

Woman 

Man 

Woman 

Totsl  oinployid . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Profossionii,  toehnicol,  and  kindrad  workars. 

2.8 

3.6 

7.6 

7.1 

58.9 

77.4 

Managars  and  propriators . 

6.9 

2.9 

11.4 

3.8 

20.1 

4.8 

Salasworkars . 

5.6 

10.2 

7.5 

8.1 

8.6 

2.3 

Clariul  and  kindrad  workars . 

6.8 

25.3 

10.0 

50.4 

4.9 

12.1 

Craftsman . 

25.6 

2.4 

26.4 

1.8 

3.3 

.4 

Oparativas  . 

27.3 

22.5 

20.6 

11.4 

1.4 

.6 

Nonfarm  laborars . 

9.9 

1.6 

5.3 

.8 

.5 

.1 

Farm  laborars  and  foraman . 

1.9 

.6 

.9 

.3 

.2 

.1 

Farmacs  and  farm  managars . 

2.2 

.2 

2.9 

.2 

.8 

.1 

Sarvica  workars  aiduding  privata  bousaboid. 

10.8 

25.4 

7.5 

14.5 

1.4 

1.9 

Privata  bousaboid  sarvica  workars . 

.2 

5.2 

0) 

1.7 

(>) 

.3 
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Casual  observation  of  individual  occupaticHis  cannot,  of  course,  jntmde 
a  comprehensive  indication  of  whether  the  occupational  distributions  of 
men  and  women,  involving  numerous  occupations,  have  moved  closer  to¬ 
gether  or  further  apart.  To  help  answer  this  question,  an  index  was  con¬ 
structed  and  calculated  for  1960  and  1970  which  reflects  the  difference  (for 
197  occupations)  between  the  occupational  distributions  of  men  and  women. 
The  index  displays  a  small  move  toward  occupational  similarity  between 
1960  and  1970.  (See  the  supplement  to  this  chapter,  included  in  Appendix 
A,  for  a  more  detailed  description  of  the  index. ) 

Another  question  of  interest  is  whether  the  changes  in  the  occupational 
distributions  of  men  and  women  were  in  the  direction  of  hi^er  economic 
status  and,  if  so,  how  far  they  went.  Some  insight  into  this  question  is 
obtained  by  calculating  an  index  which  reflects  what  earnings  would  have 
been  in  1950,  1960,  and  1970,  if  earnings  were  the  same  in  all  3  years  and 
only  the  occupational  distributions  changed.  Median  earnings  for  year- 
round,  full-time  workers  in  each  of  11  broad  occupational  categories  were 
used  as  the  constant  weights  to  calculate  such  an  index.  The  results  indi¬ 
cated  that  the  occupational  distributions  of  both  men  and  women  shifted 
in  the  direction  of  higher-eamings  occupations  from  1950  to  1960  and  from 
1960  to  1970.  However,  in  the  earlier  period  men  moved  ahead  in  this  respect 
faster  than  women  while  in  the  second  period  the  changes  were  similar  for 
both. 
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In  1971  annual  median  earnings  for  wcxnen  14  years  old  and  over  were 
$2,986,  or  40  percent  of  the  median  earnings  of  men.  But  women  work 
fewer  hours  per  week  and  fewer  weeks  [>er  year.  If  the  comparison  is  re¬ 
stricted  to  year-round,  full-time  workers,  women’s  earnings  are  60  percent 
of  men’s,  that  is,  $5,593  compared  to  $9,399.  An  additional  adjustment  for 
differences  in  the  average  full-time  workweek — full-time  hours  for  men  were 
about  10  percent  higher  than  for  women — brings  the  female-male  ratio 
to  66  percent  in  1971. 

Differentials  of  this  order  of  magnitude  appear  to  have  persisted  since 
1956  (Table  28).  Indeed,  a  slight  increase  in  the  differential  seems  to  have 
occurred  from  1956  to  1%9.  Part  of  the  source  of  the  increasing  differential 
was  the  relatively  low  rate  of  growth  in  the  earnings  female  clerical  work¬ 
ers  and  female  operatives,  who  in  1970  accounted  for  32  percent  and  14  per¬ 
cent,  respectively,  of  all  women  workers.  On  the  other  hand,  the  rate  of 
growth  of  earnings  of  women  in  the  professions  was  high  (a  5.1 -percent 
annual  compxjund  rate  between  1955  and  1968)  relative  to  all  workers; 
more  recently  it  was  even  high  relative  to  male  professionals. 
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Table  28. — Ratio  of  total  money  earningi  of  cioilian  women  workers  to  earnings  of  civilian  men 
workers,  selected  years,  1956-71 


Actual  ratios 

Adiustad  ratios  > 

Occupational  ptwp 

19S6 

1960 

IQI 

1969 

1971 

1969 

1971 

Total* . 

63.3 

60.7 

59.9 

IQ 

65.9 

66.1 

Proloitional  and  tacbnical 

62.4 

61.3 

65.2 

62.2 

67.9 

72.4 

Taacbora,  primaiy  and 

m 

75.6 

79.9 

1 

7^4 

62.0 

(») 

m 

Manatan,alllciab,and  propri- 

SB.1 

S^9 

53.2 

53.1 

53.0 

57.2 

56.6 

Clerical  workars . 

71.7 

67.6 

67.2 

65.0 

62.4 

70.0 

66.9 

41.6 

(*) 

40.9 

40.5 

40.2 

42.1 

45.7 

47.4 

56.7 

56.7 

56.4 

60.8 

60.2 

U.I 

56.6 

56.7 

6a5 

66.6 

Sorrieo  workars  aaduding  pri- 

vata  housaboM  workars . 

S5.4 

57.2 

55.4 

57.4 

56.5 

63.2 

I  Adjuttwl  tor  difftrwwM  in  •vtrai*  fuH-timn  hour*  worlind  tincn  fuH-timt  hours  for  womon  aro  typically  loss  than 
fult-tima  hours  for  man. 

*  Total  indudos  occupational  groups  not  shown  soparataly. 

*  Not  avaiW>lo. 

<  Baao  too  small  to  bo  statistically  significanL 

Noto.— Data  ralato  to  civilian  workers  who  ara  ompioyad  tuN-tima,  yaar-round.  Data  for  I9S6  induda  adarM  worfcars 
only,  whHa  data  for  lator  years  induda  both  salariad  and  sdf>amployad  workars. 

Souicos:  Dopartmant  of  Commaico,  Bureau  of  the  Cansus,  Dopartmant  of  Labor,  Bureau  of  Labor  Statistics,  and 
Coundl  of  Economic  Advisors. 

A  lai^  differential  is  also  evident  when  the  comparison  is  restricted  to 
men  and  women  of  the  same  age  and  education.  As  Chart  10  indicates,  the 
incomes  of  women  do  not  increase  with  age  in  anything  like  the  same  way 
men’s  do.  Thus  the  differential  widens  with  age  through  much  of  the  worit- 
ing  life. 

One  important  factor  influencing  the  differential  is  experience.  The  lack 
of  continuity  in  women’s  attachment  to  the  labor  force  means  that  they  will 
not  have  accumulated  as  much  experience  as  men  at  a  given  age.  The  rela¬ 
tively  steeper  rise  of  men’s  inccHne  with  age  has  been  attributed  to  their 
greater  accumulation  of  experience,  of  “human  capital”  acquired  on  the  job. 
Since  very  few  women  have  participated  in  the  labor  force  to  the  same 
degree  as  men,  it  is  difficult  to  set  up  direct  comparisons  between  the  earn¬ 
ings  of  men  and  women  with  the  same  lifetime  pattern  of  work.  Using  data 
from  the  Labor  Department’s  longitudinal  study  of  women,  referred  to 
above,  one  study  was  able  to  compare  the  earnings  of  women  working  dif¬ 
ferent  amounts  of  time  throughout  their  lives  with  the  earnings  of  men,  most 
of  whom  are  presumed  to  work  continuously  after  leaving  school.  The  figures 
for  men  were  taken  from  census  data.  The  women’s  lifetime  work  experience 
was  measured  as  the  percentage  of  years  each  had  worked  since  leaving 
school.  However,  a  work  year  was  crudely  defined  as  one  in  which  the 
women  had  worked  at  least  6  months.  Thus  no  adjustment  could  be  made 
for  whether  the  years  worked  had  been  truly  full-time  commitments  with  re¬ 
spect  to  both  hours  woriied  per  week  and  weeks  worked  per  year. 
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Annual  Income  by  Age,  for  Mole  and  Female 
High  School  and  College  Graduates 


DOUAHSV  (RATIO  SCAIE) 


SOURCE:  DEPARTMENT  OP  COMMERCE 

Among  the  women  30-44  years  old  in  the  survey,  the  gain  from  continuous 
work  was  apparently  very  large.  If  we  look  only  at  those  women  who  had 
worked  year-round,  full-time  in  1966,  the  median  wage  and  salary  income 
for  the  group  who  had  worked  each  year  since  leaving  school  was  $5,618; 
for  those  who  had  worked  less  than  50  percent  of  the  years  since  leaving 
school  (almost  half  the  group)  the  median  income  was  $3,655.  The  median 
wage  and  salary  income  of  men  in  the  same  age  group  who  had  worked 
full-time,  year-round  in  1966  was  $7,529.  The  men  are  presumed  to  have 
worked  continuously  since  leaving  school.  Thus  the  women  who  had  worked 
less  than  half  of  the  years  since  leaving  school  earned  only  49  p)ercent  as 
much  as  men,  while  the  small  group  of  women  who  had  worked  each  year 
earned  75  percent  as  much  as  men.  Interestingly,  single  women  who  had 
worked  each  year  since  leaving  school  earned  slightly  more  than  single  men. 
More  sophisticated  comparisons,  adjusting  for  additional  differences  in 
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training,  continuity  at  work,  and  education,  can  be  made.  One  recent  study 
found  that  the  earnings  differential  was  reduced  to  below  20  percent  after 
taking  account  of  such  differences. 

The  importance  of  lifetime  accumulated  experience  in  influencing  wom¬ 
en’s  earnings  suggests  one  possible  explanation  for  the  small  decline  in  the 
ratio  of  women’s  to  men’s  earnings  between  1956  and  1969.  Since  the  labor 
force  participation  of  women  has  been  rising  rapidly,  an  increasing  propor¬ 
tion  of  new  entrants  and  of  those  with  few  accumulated  years  in  the  labor 
force  could  have  resiilted  in  a  decline  in  the  average  experience  level  of 
all  women.  This  drop  would  in  turn  temporarily  push  down  the  average 
level  of  earnings  for  all  women.  Unfortunately  the  data  are  not  available  to 
compare  the  ratio  over  a  pteriod  of  time  between  the  earnings  of  women 
having  a  given  number  of  years’  experience  and  the  earnings  of  men. 

DIRECT  DISCRIMINATION  VERSUS  ROLE 
DIFFERENTIATION 

A  differential,  perhaps  on  the  order  of  20  percent,  between  the  earnings 
of  men  and  wtxnen  remains  after  adjusting  for  factors  such  as  education, 
work  experience  during  the  year,  and  even  lifelong  woric  experience.  How 
much  of  this  differential  is  due  to  differences  in  experience  or  in  perform¬ 
ance  on  the  job  which  could  not  be  measured  adequately,  and  how  much  to 
discrimination?  The  question  is  difficult  to  answer,  in  part  because  there  are 
differences  of  opinion  about  what  should  be  classified  as  discrimination. 

Some  studies  have  succeeded  in  narrowing  the  male-female  differential 
well  below  20  percent.  Indeed,  Department  of  Labor  surveys  have  found  that 
the  differential  almost  disappears  when  men’s  and  women’s  earnings  are 
compared  within  detailed  job  classifications  and  within  the  same  establish¬ 
ment.  In  the  very  narrow  sense  of  equal  pay  for  the  same  job  in  the 
same  plant  there  may  be  little  difference  between  women  and  men.  How¬ 
ever,  in  this  way  the  focus  of  the  problem  is  shifted  but  not  eliminated, 
for  then  we  must  explain  why  women  have  such  a  different  job  structure 
from  men  and  why  they  are  employed  in  different  types  of  establishments. 

There  is  clearly  prejudice  against  women  engaging  in  particular  activ¬ 
ities.  Some  patients  reject  women  doctors,  some  clients  reject  women  law¬ 
yers,  some  customers  reject  automobile  saleswomen,  and  some  workers 
reject  women  bosses.  Employers  also  may  have  formulated  discriminatory 
attitudes  about  women,  exaggerating  the  risk  of  job  instability  or  client 
acceptance  and  therefore  excluding  women  from  on-the-job  training  which 
would  advance  their  careers. 

In  fact,  even  if  employers  do  estimate  correctly  the  average  job  turnover 
of  women,  women  who  are  strongly  committed  to  their  jobs  may  suffer  from 
“statistical  discrimination’’  by  being  treated  as  though  their  own  behavior 
resembled  the  average.  The  extent  to  which  this  type  of  discriminaticm 
occurs  depends  on  how  costly  it  is  for  employers  to  distinguish  women  who 
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will  have  a  stitHig  job  commitment  from  those  who  will  not.  Finally,  because 
some  occupations  restrict  the  number  of  newcomers  they  take  in  and  because 
women  move  in  and  out  the  labor  force  more  often,  more  women  than 
men  tend  to  fall  into  the  newcomer  category  and  to  be  thus  excluded.  For 
example,  restrictive  entry  p>olicies  may  have  kept  women  out  of  die  skilled 
crafts. 

On  the  other  hand,  as  discussed  above,  some  component  of  the  earnings 
differential  and  of  the  occupational  differential  stems  from  differences  in 
role  orientation  which  start  with  differences  in  educatimi  and  continue 
through  marriage,  where  women  generally  are  expected  to  assiune  primary 
responsibility  for  the  home  and  subordinate  their  own  outside  work  to  their 
household  responsibilities. 

It  is  not  now  possible  to  distinguish  in  a  quantitative  way  between  the 
discrimination  which  bars  women  from  jobs  solely  because  of  their  sex, 
and  the  role  differentiation  whereby  women,  either  through  choice  or 
necessity,  restrict  their  careers  because  of  the  demands  of  their  homes.  Some 
may  label  the  latter  as  a  pervasive  societal  discrimination  which  starts  in  the 
cradle;  nonetheless,  it  is  useful  to  draw  the  distinction. 

One  other  missing  link  in  our  chain  of  understanding  of  these  problems 
is  the  value  of  the  work  done  at  home  by  women.  One  study  has  found 
that  women  college  graduates  tend  to  reduce  their  outside  work  when  their 
children  are  small  more  than  less  educated  women,  and  that  they  also  de¬ 
vote  more  time  to  the  training  of  their  children.  Of  course  this  pattern  is 
undoubtedly  facilitated  by  the  higher  income  of  their  husbands.  However, 
this  pattern  also  results  in  a  considerable  sacrifice  of  earnings,  and  <Mie  may 
infer  that  these  women  have  therefore  placed  a  very  high  value  on  the 
personal  attention  they  can  give  their  children.  Without  more  information, 
it  is  difficult  to  evaluate  the  full  extent  to  which  women’s  capabilities  have 
actually  been  underutilized  by  society. 

SPECIAL  PROBLEMS 
THE  FEMALE-HEADED  HOUSEHOLD 

In  1971,  some  6  million  families,  about  11.5  percent  of  all  families,  were 
headed  by  women.  These  women  are  widowed,  divorced,  separated,  or 
single,  and  many  have  resp>onsibilities  for  the  support  of  children  in  father¬ 
less  families  or  of  other  relatives.  Close  to  two-thirds  of  all  female-headed 
families  include  children;  the  average  number  of  children  under  18  years 
of  age  in  a  female-headed  family  with  children  was  about  2.3  in  1971,  about 
the  same  as  in  male-headed  families  with  children. 

As  a  result  of  the  division  of  labor  within  families,  the  average  wrxnan 
who  has  been  married  has  not  had  the  same  labor  market  experience  or 
vocationally  oriented  training  as  her  husband.  Unless  she  has  a  substantial 
alimony  or  pension,  she  is  likely  to  face  financial  difficulties.  The  median  in¬ 
come  of  female-headed  families  was  $5,116  in  1971,  less  than  h^  the  in- 
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come  of  male-headed  families  ($10,930).  When  women  who  head  families 
were  full-time,  year-round  workers,  the  family’s  median  income  was 
$7,916;  but  only  32  percent  of  women  heading  families  were  able  to  be 
full-time,  year-round  workers.  And  the  woman  who  heads  a  family  and 
works  has  additional  expenses  of  child  care  and  other  home  care  expenses. 

The  problems  faced  by  the  woman  who  heads  a  household  are  particu- 
arly  acute  if  the  woman  is  black,  and  27  percent  of  women  heading  house¬ 
holds  are  black.  For  this  group,  median  family  income  was  only  $3,645  in 
1971.  Although,  at  higher  education  levels,  black  women  now  earn 
amounts  comparable  to  white  wmnen,  those  black  women  who  head  fami¬ 
lies  are  at  a  disadvantage  compared  to  white  wtxnen.  The  median  personal 
inccxne  of  white  women  heading  households  and  woHdng  year-round,  full¬ 
time  was  $6,527  in  1971,  compared  to  $5,227  for  black  women  in  the  same 
position. 

As  a  result  of  the  combination  of  a  large  number  of  dependents  and  the 
difficulty  of  maintaining  the  dual  responsibility  of  monetary  support  and 
home  care,  many  female-headed  families  fall  below  the  low-income  level. 
In  1971,  34  percent  of  female-headed  families  were  below  the  low-income 
level,  compared  to  7  percent  for  male-headed  families.  Among  black  house¬ 
holds  with  a  female  head,  54  percent  were  below  the  low-income  level.  A 
laige  proportion  receive  public  assistance.  In  1971,  30  percent  of  the  women 
heading  households  recnved  public  assistance  payments. 

It  has  been  suggested,  thou^  not  proved,  that  widespread  availability 
of  public  assistance  has  encouraged  husbands  to  desert  their  wives  or  wives 
to  leave  their  hu^ands  in  families  where  the  husband  earns  little  more 
than  the  amount  of  welfare  benefits  his  family  would  be  entitled  to  in  his 
absence.  Remarriage  may  also  be  discouraged  because  the  low-income 
mother  would  then  lose  her  entire  pubKc  stipend,  including  the  child  sup¬ 
port  portion,  and  without  some  outside  child  support  a  man  might  be  re¬ 
luctant  to  marry  a  woman  with  several  children. 

Among  the  women  who  are  now  welfare  recipients  many  are  handicapped 
by  lack  of  education  and  training  and  are  not  in  a  position  to  earn  an  in¬ 
come  that  would  lift  them  and  their  families  above  poverty  levels.  A  program 
established  in  1%7,  the  Woric  Incentive  Program,  now  gives  many  mothers 
currently  on  welfare,  training  and  placement  assistance  so  that  they  can 
improve  their  ability  to  support  themselves  and  their  dependents. 

THE  INCOME  TAX 

Devising  a  tax  system  which  is  equitable  and  efficient  has  always  posed 
formidable  problems,  and  often  the  best  solution  is  one  involving  compro¬ 
mise  with  one  or  more  of  the  objectives.  The  tax  treatment  of  working 
wives  is  one  of  die  more  difficult  problems.  The  income  tax  law  as  such 
treats  men  and  women  equally  and,  indeed,  its  effects  on  single  men  and 
single  women  are  the  same.  However,  some  of  the  features  of  the  tax  struc¬ 
ture,  which  have  been  considered  desirable  for  other  purposes,  have,  as  a 
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by-product,  unequal  effects  on  the  second  earner  of  a  married  couple,  who 
is  usually  the  wife. 

Only  income  arising  frcmi  market  transactions  is  taxed.  Indeed,  there  is 
no  practical  way  to  assign  a  market  value  to  the  unpaid  work  performed  at 
home  and  then  subject  it  to  the  tax.  As  a  result,  the  tax  system  imposes  a 
general  bias  in  the  economy  favoring  unpaid  work  at  home  compared  to 
paid  work  in  the  market.  However,  the  biu  and  the  resulting  disincentive 
toward  market  work  are  particularly  relevant  for  the  married  woman  who 
traditionally  has  dtxie  more  work  at  home. 

An  equity  problem  also  arises  from  this  situation.  To  use  a  hypothetical 
example,  a  husband  and  wife  each  earning  $8,000  would  pay  the  saune 
income  tax  as  a  couple  where  the  husband  alone  works  and  earns  $16,000, 
although  the  couple  with  two  earners  will  have  the  additional  expenses 
of  buying  the  services  which  would  be  produced  at  home  and  untaxed  if 
the  wife  did  not  work. 

There  is  the  further  problem  that  a  married  couple  may  pay  more  or  less 
inctune  tax  than  two  single  persons  whose  combined  income  equals  the 
couple’s,  depending  upon  how  the  income  is  divided  between  the  tv^  individ¬ 
uals.  This  problem  reflects  a  basic  ambivalence  about  whether  the  appro¬ 
priate  unit  of  taxation  is  the  individual  or  the  family. 

Remedies  for  the  situation  are  not  easy  to  find.  One  suggestion  has  been 
to  allow  working  wives  to  deduct  a  given  percentage  of  their  earnings  fnxn 
their  income  for  tax  purposes.  However,  this  would  be  unfair  to  single 
persons,  who  also  incur  expenses  of  going  to  work.  A  general  earned  income 
credit  has  also  been  suggested,  but  this  creates  a  bias  against  investments 
in  capital  and  in  favor  of  wage  income. 

As  discussed  below,  the  Revenue  Act  of  1971  has  given  expanded  tax 
relief  to  working  wives  with  children  by  allowing  more  liberalized  child 
care  deductions  to  couples  within  a  given  income  range.  This  provision, 
however,  does  not  affect  couples  without  children  or  couples  with  com¬ 
bined  incomes  outside  the  allowable  income  range. 

CHILD  CARE 

Provision  for  child  care  is  a  cost  to  woricing  mothers  and  a  major  ob¬ 
stacle  to  the  employment  of  many  other  mothers  who  would  work  outside 
the  home  if  they  could  End  satisfactory  arrangements  for  taking  care  of 
their  children.  As  more  mothen  have  taken  jobs  outside  the  home,  and 
more  weigh  the  possibility  of  doing  so,  several  major  questions  about  child 
care  have  become  intense  national  issues. 

One  question  is  whether  the  Government  should  f>ay  for  p>art  or  all  of 
the  cost  of  child  care.  This  question  is  usually  raised  about  the  Federal 
Government,  but  it  could  be  equally  asked  about  State  or  local  governments. 
According  to  one  view  of  the  matter  parents  have  chosen  to  have  children, 
which  implies  a  certain  allocation  of  their  resources,  therefore  they  have  no 
reason  to  burden  other  taxpayers  to  look  after  the  children.  Another  view  of 
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the  matter  is  that  Government  subsidies  can  be  justified  and  different  groups 
have  cited  different  reasons.  The  point  has  been  made  that  the  pressures  of 
custom  result  in  a  bias  against  the  wife  going  to  work  while  the  husband 
stays  home  with  the  children.  A  child-care  subsidy  for  working  mothers 
would  help  remove  any  harmful  effects  of  this  cultural  bias.  Another 
reason  given  is  that  there  is  a  national  interest  in  the  proper  care  of  chil¬ 
dren,  who  are,  of  course,  the  future  nation,  and  that  this  case  justifies  Gov¬ 
ernment  subsidies.  The  analogy  commonly  given  is  to  public  education. 

Government  has  given  subsidies  to  families  with  children  but  there  has 
been  no  consistent  philosophy  behind  them.  At  the  extreme,  with  respect  to 
children  in  very  poor  families,  we  have  long  recognized  the  need  for  public 
assistance  in  the  form  of  the  program  of  Aid  to  Families  with  Dep)endent 
Children.  This  program  is  not  specifically  addressed  to  children  with  work¬ 
ing  mothers.  In  fact,  until  recently  it  was  tilted  against  helping  working 
mothers.  The  Federal  Government  also  provides  a  form  of  assistance  for 
child  care  through  the  income  tax.  With  the  Revenue  Act  of  1971,  a  much 
mwe  liberal  deduction  than  had  ever  been  provided  was  instituted  specifi¬ 
cally  for  child-care  expenses  incurred  by  working  wives.  Below  a  combined 
husband-wife  income  of  $18,000,  a  working  wife  can  now  deduct  up  to 
$400  a  month  for  child  care  expanses.  The  deduction  is  scaled  downwards 
to  zero  as  combined  income  goes  from  $18,000  to  $27,600.  The  two  groups 
not  covered  are  women  whose  family  income  is  too  low  to  benefit  from  a 
tax  deduction  and  women  at  the  other  end  of  the  income  scale. 

Public  discussion  of  Government  support  for  child  care  has  not  clearly 
distinguished  among  several  possible  objectives : 

(a)  To  reward  and  assist  the  care  of  all  small  children; 

(b)  To  assist  the  care  of  small  children  whose  parents  might  not 

be  otherwise  able  to  care  for  them; 

(c)  To  assist  the  care  of  the  small  children  of  working  mothers; 

(d)  To  assist  in  the  care  of  small  children  in  a  particular  way — 

through  day-care  institutions,  or  at  home,  etc. 

Both  the  amount  of  Government  support  that  is  desirable,  and  the  form  it 
should  take  if  it  is  to  be  provided,  depend  on  the  choice  made  among  these 
objectives. 

Recently,  publicly  supported  institutional  group  care,  or  day  care,  has 
received  considerable  attention  as  one  approach  to  helping  the  working 
mother.  Some  have  also  stressed  day  care  as  a  developmental  program.  It 
may  be  noted  that  a  very  small  proportion  of  working  women  have  de¬ 
pended  on  group  day  care  in  an  institutional  center.  A  Government-spon¬ 
sored  survey  of  1965  found  that,  among  employed  mothers  of  children 
under  6,  only  6.4  percent  depended  on  school  or  group  care  centers.  About 
47  percent  of  the  women  arranged  to  have  their  children  cared  for  at  home, 
often  by  a  relative.  The  rest  mainly  arranged  for  care  in  someone  else’s  home 
(31  percent)  or  looked  after  the  child  while  working  ( 15  percent) . 
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Some  have  attributed  the  low  use  of  day  care  to  a  failure  of  the  market 
to  provide  a  service  that  would  be  utilized  if  financing  were  available. 
Others  have  interpreted  it  as  an  indication  that  the  true  demand  fm*  institu¬ 
tional  day  care  is  low.  Even  among  more  affluent  and  knowledgeable  work¬ 
ing  mothers  who  presumably  could  afford  it,  dependence  on  institutional 
group  care  is  low.  A  survey  of  college  graduates  found  that  in  1 964,  among 
those  who  worked  and  who  had  children  under  6  years,  9  percent  used 
group  care,  which  included  nursery  schools,  kindergartens,  and  day-care 
centers.  Most  (73  percent)  arranged  for  care  in  their  own  home. 

Whether  institutional  day  care  provides  the  best  use  of  dollars  spent  on 
child  care  has  yet  to  be  established.  While  this  issue  has  not  been  resolved, 
it  is  clear  that  the  problems  of  mothers  who  want  and  need  to  work  require 
serious  attention  and  a  continuing  search  for  new  solutions. 

GOVERNMENT  ACTION 

Government  has  been  profoundly  concerned  with  promoting  full  equality 
of  opportunity  for  women  within  both  the  public  and  the  fxivate  sectors. 
Two  approaches  have  been  followed.  The  first  involves  the  use  of  law 
and  regulations  where  they  are  both  applicable  and  comptadble  with  other 
goals  of  a  democratic  society. 

A  number  of  laws  have  been  passed  and  Executive  Orders  issued  which 
deal  with  discrimination  by  employers.  Included  are  the  Equal  Pay  Act 
of  1963,  requiring  employers  to  compensate  men  and  wcxnen  in  the  same 
establishment  equally  for  work  of  equivalent  skill  and  responsibility,  and 
Title  VII  of  the  Civil  Rights  Act  of  1964,  which  prohibits  discrimination  in 
hiring,  discharging,  com]}ensation,  and  other  aspects  of  employment.  Title 
VII  is  administered  by  the  Equal  Employment  Opportunity  Commissicm 
(EEOC).  The  Equal  Employment  Opportunity  Act,  signed  by  the  Presi¬ 
dent  in  1972,  gave  the  EEOC  enforcement  power  through  the  courts  in  sex- 
discrimination  cases.  In  December  1971,  Order  No.  4,  under  Executive 
Order  11246,  was  extended  to  women.  This  Order  requires  Federal  con¬ 
tractors  employing  more  than  50  workers  and  holding  contracts  of  $50,000 
or  more  to  formulate  written  affirmative  action  plans,  with  goals  and  time¬ 
tables,  to  ensure  equal  opportunities.  Title  IX  of  the  Education  Amend¬ 
ments  of  1972  prohibits  discrimination  in  educational  programs  or  activities 
on  the  basis  of  sex. 

The  Equal  Rights  Amendment  to  the  Constituticxi,  which  was  strongly 
supported  by  the  President,  passed  the  Senate  on  March  22,  1972,  and  has 
now  been  ratified  by  22  States.  The  proposed  amendment  would  provide 
that  “equality  of  rights  under  the  law  shall  not  be  denied  or  abridged  by 
the  United  States  or  by  any  State  on  account  of  sex,”  and  would  authorize 
the  Congress  and  the  States  to  enforce  the  amendment  by  appropriate  legis¬ 
lation.  The  purpose  of  the  proposed  amendment  would  be  to  provide  con¬ 
stitutional  protection  against  laws  and  official  practices  that  treat  men  and 
women  differently. 
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The  other  approach  Grovemment  to  providing  equality  to  women  has 
been  through  leadership.  The  Women’s  Bureau  in  the  Department  of  Labor 
has  for  50  years  been  concerned  with  the  problems  of  women  at  work.  Re¬ 
cently,  several  new  groups,  each  concerned  with  different  areas  affecting 
women,  have  been  formed.  The  formation  of  the  Advisory  Committee  on 
the  Economic  Role  of  Women  is  one  such  effort.  The  Citizen’s  Advi¬ 
sory  Council  on  the  Status  of  Women  is  another.  The  latter  is  a  council 
of  private  citizens  appointed  by  the  President,  which  surveys  the  social  and 
political  issues  of  particular  interest  to  women  and  makes  recommendations 
for  l^islation  or  other  suitable  social  action.  In  an  effort  to  recruit  women 
to  top-level  jobs  in  the  Government,  the  President  in  1971  appointed  to  the 
White  House  staff  a  special  assistant  for  this  purpose.  As  a  result  many 
women  have  been  placed  in  key  policy  making  positions,  positions  never 
before  held  by  women. 

It  is  only  in  the  past  few  years  that  the  problems  women  face  as  a  group 
have  been  given  the  widespread  recognition  they  deserve.  There  is  much  to 
be  learned  before  we  can  even  ask  all  the  appropriate  questions.  Many  of 
the  problems  involve  prc^ound  issues  of  family  and  social  organization.  By 
listening  to  diverse  groups  and  to  the  discussion  of  the  public  it  is  hop>ed 
that  Government  will  be  able  to  find  its  appropriate  role.  We  believe  that 
the  newly  formed  Advisory  Committee  on  the  Economic  Role  of  Women 
will  contribute  to  that  process. 
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CHAPTER  5 


The  International  Economic  System 
in  Transition 

HE  INTERNATIONAL  ECONOMIC  POLICY  of  the  United 
States  had  two  major  objectives  in  1972.  One  was  to  improve  the 
U.S,  balance  of  payments,  which  had  reached  a  record  deficit  of  nearly 
$30  billion  in  1971.  The  other  was  to  nuike  progress  on  reform  of  the  inter¬ 
national  economic  system,  affecting  monetary,  trade,  and  investment  rela¬ 
tionships.  The  existing  system  has  been  unable  to  cope  with  shifting  patterns 
of  trade  and  imbalances  in  international  payments  which  have  resulted  in 
rep>eated  international  economic  and  {X>litical  tensions. 

The  groundwork  for  progress  on  both  fronts  had  been  laid  in  December 
of  1971  when  the  world’s  major  industrialized  countries  met  at  the  Smith¬ 
sonian  Institution.  For  the  short  term,  the  p>articipants  agreed  on  a  realign¬ 
ment  of  exchange  rates  among  the  major  currencies  to  relieve  the  existing 
disequilibrium  in  international  payments.  For  the  long  term,  they  agreed 
to  enter  into  multilateral  negotiations  c«i  reform  of  the  international  eco¬ 
nomic  system. 

The  overall  balance-of-payments  position  of  the  United  States,  while  still 
far  from  equilibrium,  began  to  improve  in  1972.  The  improvement,  which 
was  all  in  the  cai^tal  account,  was  largely  the  result  of  a  sharp  reduction 
over  1971  in  speculative  outflows  of  capital.  Dcanestic  economic  policies 
which  curtailed  the  rate  of  inflation,  the  realigiunent  of  exchange  rates,  and 
renewed  confidence  in  international  monetary  relationships  all  contributed 
to  this  improvement.  The  trade  and  current  account  deficits  of  the  United 
States,  however,  were  considerably  larger  in  1972  than  in  1971,  although 
they  levelled  off  during  the  year.  The  year-over-year  deterioration  in  these 
accounts  stemmed  primarily  from  the  rapid  growth  of  the  U.S.  economy 
and  a  lag  in  the  economic  recovery  of  some  of  the  other  major  countries. 

Progress  was  also  made  during  1972  on  the  longer-term  reform  objective. 
Agreement  was  reached  on  a  format  for  international  monetary  negotia¬ 
tions.  Discussicms  on  the  characteristics  of  a  revised  international  monetary 
system  are  now  underway,  and  the  United  States  has  set  forth  a  munber  of 
proposals.  The  major  industrialized  countries  have  also  agreed  to  initiate 
multilateral  trade  negotiations  in  the  fall  of  1973.  Finally,  these  same 
countries  have  agreed  to  explore  new  forms  of  cooperation  on  internal 
policies  which  affect  trade  and  investment  among  nations. 
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THE  U.S.  BALANCE  OF  PAYMENTS  IN  1972 


As  this  Report  goes  to  press,  official  data  for  the  U.S.  balance  of  payments 
are  available  only  for  the  first  3  quarters  of  1972.  These  figures,  shown  in 
Table  29,  indicate  that,  at  annual  rates,  Americans  imported  $76.2  billion 
in  goods  and  services  during  the  fint  9  months  of  1972,  while  foreigners 
purchased  $71.2  billion  in  U.S.  goods  and  services.  On  balance,  therefore, 
Americans  obtained  $4.9  billion  more  goods  and  services  abroad  than  they 
provided  to  the  rest  of  the  world.  In  addition,  U.S.  Government  grants  and 
other  types  of  unilateral  transfers  to  foreigners  exceeded  similar  transfers  to 
the  United  States  by  $3.7  billion,  and  U.S.  investments  in  long-term  assets 
abroad  exceeded  foreign  investments  in  U.S.  long-term  assets  by  $1.6  billion. 
Moreover,  recorded  short-term  capital  movements,  nonreoorded  transactions, 
and  allocations  of  Special  Drawing  Rights  (SDR's)  together  resulted  in  a  net 
outflow  of  $1.4  billion.  Overall,  therefore,  American  balance-of-payments 
expenditures  exceeded  receipts  by  $1 1.6  billion.  Virtually  the  whole  deficit  in 
the  U.S.  balance  of  payments  on  the  official  reserve  transactions  basis  was 
financed  by  increased  dollar  holdings  of  foreign  central  banks. 


Tablx  29.~U.S.  balanu.of.paynunts  transactions,  1911-72 
IBWiom  of  doNoral 


Type  af  transactian 

1171 

1972  first  3  quarters  > 

Racaipb 

Paymanb 

Balance 

Racaipb 

Paymanb 

Balanca 

Goads* . 

42.t 

45.5 

-2.7 

47.4 

54.4 

-7.0 

Sorvicas . 

23.4 

19.9 

14 

21.8 

11 

Military  transactions . 

1.9 

4.8 

-2.9 

17 

-16 

Invastmantineoma* . 

as 

4.9 

10 

17 

7.4 

Otbar . . . . . 

8.5 

10.2 

-1.7 

11.3 

-1.8 

GOODS  AND  SERVICES . 

66.1 

65.4 

.7 

71.2 

712 

-19 

3.6 

-16 

17 

-17 

CURRENT  ACCOUNT . 

66.1 

69.0 

-18 

m/M 

719 

-17 

Lang-torm  capital . 

1.8 

12 

-15 

17 

-1.6 

U.S.  Gavammant  * . . 

-.5 

1.9 

-14 

1.3 

-1.0 

Diract  invostmont . 

-.1 

4.8 

-4.8 

13 

-10 

Olbar  prhfsto . . 

1.6 

.8 

11 

14 

CURRENT  ACCOUNT  AND  LONG- 

TERM  CAPITAL . 

67.9 

77.2 

-9.3 

713 

86.6 

-112 

Sbort-torm  nanliquid  capital . 

C) 

2.4 

-14 

.1 

.7 

-.6 

Sbart-torm  liquid  capital . 

-8.7 

1.1 

-7.8 

19 

1.4 

1.5 

Errors  and  unracordad  transac- 

11.0 

-11.0 

10 

-10 

.7 

.7 

mm 

.7 

TOTAL . 

61.9 

91.7 

»-29.8 

H 

91.7 

*-11.6 

■  Sotsonally  odjustod  tnnuol  rotos. 

>  Exdudts  tronsfort  undor  military  frtnb. 

>  Includos  direct  invostmont  loos  and  royaltias. 

<  Exdudas  military  grants  of  goods  and  sorvicas. 

'  Escludos  ofRcial  rosorvo  transactions  and  indudas  transactions  In  soma  short-tarm  U.S.  Govarnmant  assab. 

•  Lass  tiwn  S0.05  bdlion. 

*  Equals  offidal  rasarva  transactions  babnea. 

Nota.— Oatail  may  not  add  to  totals  bacausa  of  rounding. 

Sourca:  Dapartmant  of  Commarca. 
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THE  GOODS- AND-SERVICES  ACCOUNT  IN  1972 

For  the  goods-and-services  account,  preliminary  estimates  are  available  for 
the  full  year  1972.  These  figures  differ  sli^tly  frmn  those  in  Table  29,  which 
are  annual  rates  based  on  data  for  the  first  3  quarters.  These  preliminary  esti¬ 
mates  indicate  that  the  United  States  imported  about  $4ya  billion  more  goods 
and  services  than  it  exported.  U.S.  imports  of  goods  exceeded  exports  by 
about  $7  billion  in  1972,  while  exports  o(  services  exceeded  imports  by 
about  $2J4  billion.  These  figures  represent  a  substantial  deterioration  in 
the  goods-and-services  account  from  the  full  year  1971. 

On  a  quarterly  basis,  net  imports  increased  from  $1.2  billion  in  the  first 
quarter  of  1972  to  $1.6  billion  in  the  second  quarter  and  then  declined  to  $900 
million  in  the  third  quarter  and  remained  at  about  the  same  level  in  the 
fourth.  When  exports  and  imports  are  calculated  in  volume  terms  by  adjust¬ 
ing  for  price  changes,  the  quarterly  decline  in  net  imports  begins  somewhat 
socmer  (in  the  first  quarter  rather  thiui  the  second)  and  is  more  maiiied  over 
the  course  of  the  year. 

The  figures  just  cited  give  early  indications  that  the  dollar  devaluation, 
reinforced  by  a  lower  rate  o(  inflation  in  the  United  States  than  in  other 
major  industrialized  countries  in  1972,  is  beginning  to  affect  U.S. 
exports  and  imports.  The  fact  remains,  however,  that  the  U.S.  trade  deficit 
was  much  lai^r  in  1972  than  had  been  expected  after  the  realignment  of 
exchange  rates.  Cyclical  developments  in  the  United  States  and  abroad  were 
a  major  reason  for  this  disappointment.  Nominal  gross  national  product 
(GNP)  in  the  United  States  grew  by  nearly  10  percent  in  1972,  com¬ 
pared  to  7J4  percent  in  1971  and  5  percent  in  1970.  Thus  while  changes  in 
relative  prices  reduced  the  attractiveness  of  foreign  goods  comptared  to 
domestic  goods,  the  level  of  imports  continued  to  increase  with  the  rapid  | 

rise  in  the  overall  demand  for  goods  in  the  U.S.  economy.  At  the  same  time,  ; 

a  munber  of  major  industrial  countries  experienced  lower  than  normal  rates  I 

of  growth  in  1972,  which  tended  to  hold  down  the  increase  in  their  demand  i 

for  U.S.  goods. 

Apart  from  the  effects  of  these  cyclical  developments,  the  response  to 
any  devaluaticm  is  generally  delayed.  First,  it  takes  some  time  before  a 
devaluation  is  reflected  in  the  relative  prices  obtained  by  exporters  and 
paid  by  importers.  In  the  short  run,  to  protect  their  market  shares,  foreign 
exporters  frequently  do  not  increase  their  list  price  in  the  U.S.  market  by  | 

the  full  amount  of  devaluation.  Conversely,  foreign  importers  frequently  do 
not  reduce  their  list  price  of  U.S.  goods  in  the  foreign  maricet  by  the  full 
amount  of  the  devaluation. 

Second,  when  the  change  in  relative  prices  does  occur,  its  initial  impact 
is  likely  to  be  perverse  because  a  devaluation  raises  the  dollar  prices  im¬ 
ported  goods  and  services  before  the  volume  of  exports  and  imports  responds 
to  the  changes  in  relative  prices.  In  time,  the  effect  of  devaluation  on  real 
trade  flows  is  exjjected  to  outweigh  the  change  in  prices.  It  is  because  of  this 
sequence  of  events  that  one  expects  the  trade  balance  of  a  devaluing 
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country  to  improve  in  real  or  volume  terms  before  it  improves  in  value 
terms,  which  is  what  happened  in  1972. 

In  the  case  of  the  United  States,  the  trade  deficit  in  1972  was  also  affected 
by  long-run  changes  in  the  demand  for  basic  materials.  In  particular,  do¬ 
mestic  production  of  fuels  has  not  kept  pace  with  the  growth  of  the  U.S. 
econmny,  and  consequently  net  imports  of  fuels  increased  from  $1.7  billion 
in  the  first  10  months  of  1971  to  $2.6  billicm  in  the  first  10  months  of  1972. 
Although  U.S.  exports  of  agricultural  products  have  also  expanded  rapidly, 
they  have  not  fully  offset  this  increased  demand  for  fuels.  On  balance, 
long-term  changes  in  trade  patterns  have  tended  to  make  the  elimination 
of  the  U.S.  balance-of-payments  deficit  more  difficult. 

THE  CAPITAL  ACCOUNT  IN  1972 

Returning  to  the  balance-of-payments  figures  in  Table  29,  the  net  outflow 
of  capital  from  the  United  States  fell  from  $27.7  billion  in  1971  to  an  annual 
rate  of  $3.7  billion  in  the  first  3  quarters  of  1972.  This  sharp  reduction  was 
due  to  several  factors. 

First,  the  realignment  of  exchange  rates,  and  the  preservation  of  inter¬ 
national  monetary  cooperation  among  the  major  countries,  reestablished 
confidence  in  international  monetary  relationships.  Investors  had  less  incen¬ 
tive  to  hedge  against  the  risk  of  a  change  in  exchange  rates  or  the  imposition 
of  new  restraints  on  capital  transfers,  and  some  investors  were  induced  to 
bring  back  funds  transferred  abroad  in  1971  for  hedging  purposes. 

Second,  a  tightening  of  credit  conditions  in  the  United  States  relative 
to  some  major  European  countries  led  to  a  reversal  in  the  flow  of  interest- 
sensitive  funds.  In  line  with  this  trend,  foreign  banks  placed  liquid  funds 
in  the  U.S.  money  market. 

Third,  the  rapid  expansion  of  the  U.S.  economy  created  improved  in¬ 
vestment  opportunities  in  the  United  States,  and  sluggish  rates  of  growth 
in  a  number  of  major  foreign  countries  reduced  incentives  for  U.S.  invest¬ 
ment  in  these  countries.  In  particular,  the  improved  economic  prospects 
in  the  United  States  made  purchases  of  U.S.  stocks  more  attractive  to 
foreigners. 

These  factors  affected  both  short-term  capital  movements,  which  recorded 
a  net  inflow  of  $0.9  billion  at  an  annual  rate  in  the  first  3  quarters  of  1972 
compared  to  a  net  outflow  of  $10.2  billion  in  1971,  and  long-term  capital 
flows,  which  recorded  net  outflows  of  $1.6  billion  at  an  annual  rate  in  the 
first  3  quarters  of  1972  compared  to  $6.5  billion  in  1971. 

FOREIGN  EXCHANGE  MARKET  DEVELOPMENTS  IN  1972 

When  the  supply  of  a  currency  exceeds  the  demand  its  value  tends  to  drop 
in  foreign  exchange  markets,  and  when  the  demand  exceeds  the  supply  its 
value  rises.  In  order  to  hold  currency  values  in  the  foreign  exchange  mar¬ 
ket  within  certain  limits,  governments  other  than  the  United  States 
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have  followed  the  practice  of  entering  the  market  as  buyers  or  sellers  of 
their  own  currency  whenever  its  value  in  terms  of  U.S.  dollars  falls  or 
rises  beyond  a  certain  range.  On  the  basis  of  the  Smithsonian  Agreement 
that  range  was  established  as  a  maximum  deviation  of  plus  or  minus 
percent  from  the  announced  parity  or  central  rate  of  that  currency  vis-a-vis 
the  dollar;  a  total  of  4V^  percent. 

Movements  in  the  exchange  rate  between  the  dollar  and  the  major 
foreign  currencies  can  be  seen  in  Table  30.  Chart  11  shows  the  movements 
of  the  currencies  of  the  European  Community  (EC) .  The  EC  countries  have 
agreed  to  keep  their  currencies  within  a  maximum  range  of  2j4  percent  of 
each  other,  which  is  half  the  maximum  spread  allowed  between  any  two 
currencies  other  than  the  dollar  by  the  Smithscxiian  Agreement.  This  nar¬ 
rowed  intra-European  band  of  fluctuation  is  generally  known  as  the  “EC 
snake  in  the  Smithsonian  tunnel.” 

Chart  11 

Movement  of  European 
Community  Exchange  Rates 

PERCENT  DEVIATION 
FROM  SMITHSONIAN  RATES 


1972 

^STERLING  CRISIS. 

NOTE:  DATA  RELATE  TO  FRIDAY  RATES  IN  THE  EXCHANGE  MARKETS  OF  COUNTRIES 
BELONGING  TO  THE  EUROPEAN  ECONOMIC  COMMUNITY  (EO. 

SOURCE:  TREASURY  DEPARTMENT. 
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Tabu  30. — Percent  deviations  of  major  foreign  currencies  from  central  rates,  December  1971- 

December  1972 

ICurrancy  units  ptr  U.S.  dolltr  ‘| 


Currency 

Central 

rate 

Deviation  of  currency  at  end  of  period  from  central  rata 

December 

1971 

1972 

February 

April 

June 

August 

October 

December 

British  pound . 

2.60571 

-2.1 

0.0 

0.2 

-6.2 

-6.0 

-10.5 

-10.0 

Belgian  franc . 

44.8159 

.4 

2.2 

1.5 

2.2 

2.0 

1.6 

1.7 

Swiss  franc . . 

3.84 

-2.0 

-.8 

-.6 

2.5 

1.6 

1.1 

1.9 

West  German  mark.... 

3.2225 

-1.5 

1.1 

1.3 

2.0 

1.0 

.6 

.7 

French  franc . 

5.1157 

-2.1 

.9 

1.6 

2.2 

2.2 

1.6 

-.1 

Italian  lira . 

581.5 

-2.1 

-.9 

-.4 

.2 

.1 

-.6 

-.2 

Netherlands  guilder.... 

3.2447 

-.3 

2.1 

.8 

2.2 

.5 

.5 

.6 

O 

-.2 

.9 

1.7 

1.8 

1.8 

.5 

Japanese  yen . 

308.0 

-2.2 

1.2 

1.0 

2.2 

2.2 

2.2 

2.2 

■  British  pound  and  Canadian  dollar  ara  axprassad  in  U.S.  doliars  par  unit  of  currancy.  Parcant  deviations  arabasad  on 
mid-day  saliint  rates  in  London. 

>  Measured  by  deviation  from  1-to-l  ralationship  batvraan  U.S.  dollar  and  Canadian  doiiar. 

<  Lass  than  0.05. 

Source:  Treasury  Department. 


Changes  in  reserves  of  the  major  countries,  as  well  as  changes  in  U.S. 
liabilities  to  all  foreign  central  banks,  are  shown  in  Table  31.  Changes  in 
reserve  holdings  of  foreign  central  banks  reflect  primarily  their  intervention 
in  the  foreign  exchange  mailcet  to  keep  the  value  of  their  currencies  within 
the  agreed  margins.  Changes  in  U.S.  liabilities  to  foreign  central  banks  show 
the  extent  to  which  foreign  central  banks  have  acquired  claims  against  the 
United  States  as  a  residt  of  intervention  in  the  foreign  exchange  market. 


Tabu  31. — Changes  in  official  reserves  for  selected  countries  and  changes  in  U.S.  liabilities  to 
foreign  official  reserve  holders,  1972 


1972  chanfo  (billions  of  dollars)  > 


Country 

Tout* 

First 
quarter  * 

Second 

quarter* 

Third 

quarUr 

Total  official  reserve  for  countries  below . 

8.5 

4.1 

0.4 

3.9 

Belgium . 

.6 

.2 

.2 

.2 

Canada . 

.5 

.2 

.3 

(•) 

France . 

1.8 

.2 

.9 

.6 

Italy . 

-.4 

-.1 

-.2 

(•) 

Japan . 

1.1 

1.3 

-.8 

.6 

Netherlands . . . 

1.1 

.6 

(•) 

.5 

Sweden . 

.3 

.2 

.1 

(*) 

Switzerlend . 

.4 

-.2 

.3 

.4 

United  Kingdom . 

-2.7 

.4 

3.2 

(•) 

West  Germany . 

5.8 

1.4 

2.9 

1.5 

U.S.  liabilities  to  foreign  official  reserve  holders . 

9.4 

3.2 

.8 

5.4 

>  Quarterly  changes  are  based  on  data  for  end  of  quarters. 

*  Total  chai^  for  first  3  quarters. 

*  Total  olicial  reserves  in  the  first  quarter  include  1972  SDR  allocations  of  $1. 2  billion. 

« Second  quarter  data  have  been  adjusted  to  reflect  sterling  outflows  which  were  not  recorded  until  the  third  quarter. 
'  Less  than  $0.05  billion. 

Note.— Detail  may  not  add  to  totals  because  of  rounding. 

Source:  International  Monetary  Fund. 
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The  dollar  was  under  downward  pressure  and,  conversely,  most  odier 
currencies  were  under  upward  pressure,  at  the  beginning  of  the  year,  before 
the  Smithsonian  rates  had  become  fully  established,  and  during  the  summer, 
when  a  loss  of  confidence  in  the  established  value  ot  the  pound  sterling 
raised  questions  about  the  whole  Smithsonian  structure  of  exchange  rates. 
During  the  spring  and  the  latter  part  of  the  year,  the  dollar  strengthened 
relative  to  most  other  currencies.  These  movements  in  the  value  of  the  dollar 
reflected  primarily  changes  in  the  degree  of  confidence  in  existing  exchange 
rates.  Changes  in  credit  market  conditions  in  the  United  States  relative  to 
those  abroad  also  played  a  role. 

Two  major  currencies  did  not  follow  the  general  pattern  described  above, 
the  British  pound  and  the  Jap»anese  yen.  The  pound  sterling  came  under 
considerable  downward  pressure  toward  the  end  of  June,  when  a  number 
of  factors  created  considerable  doubt  regarding  the  long>term  viability  of 
the  British  exchange  rate  established  at  the  Smithsonian.  After  losing  a  con¬ 
siderable  amount  of  foreign  exchange  in  preventing  the  pound  from  dropping 
below  the  Smithsonian  floor,  the  British  authorities  allowed  the  pound  to 
float  downward  in  response  to  market  pressures.  Over  the  next  6  mcmths 
the  pound  dropped  10  percent  below  the  rate  set  at  the  Smithsonian. 

The  Japanese  yen  has  been  under  upward  pressure  since  the  end  of  Jime, 
reflecting  the  sizable  surplus  in  the  Japanese  balance  of  payments.  Throu^- 
out  the  second  half  of  the  year,  the  Japanese  authorities  were  required  to 
purchase  large  amounts  of  dollars  in  the  foreign  exchange  market  to  keep 
the  value  of  the  yen  from  rising  above  the  Smithsonian  ceiling.  During  this 
period,  forward  yen  rates  remained  substantially  above  the  Smithsonian  ceil¬ 
ing,  reflecting  market  uncertainty  over  the  existing  yen  parity. 

The  renewed  confidence  in  existing  exchange  rates  in  the  latter  part  of 
1972,  with  the  two  exceptions  just  described,  had  several  causes.  One  was  that 
the  determination  of  governments  to  support  the  Smithsonian  rates  was  re¬ 
affirmed  in  July  by  a  number  of  major  governments.  U.S.  intervention  in 
the  exchange  markets  on  a  limited  basis,  and  the  stated  willingness  of  the 
United  States  to  take  such  action  when  it  was  desirable  as  a  means  of  dealing 
with  speculative  pressures,  were  impx>rtant  symbols  of  cooperative  support 
for  the  Smithsonian  Agreement.  The  fact  that  the  U.S.  price  performance 
in  1972  was  better  than  that  of  any  of  its  major  partner  countries,  despite 
our  rapid  expansion,  also  contributed  to  the  improvement  in  confidence 
during  the  second  half  of  the  year. 

REFORMING  THE  INTERNATIONAL  ECONOMIC  SYSTEM 

Changes  are  required  in  mcmetary  arrangements,  in  trading  arrangements 
and  in  procedures  for  dealing  with  p>oiicies  usually  cwisidered  to  be  “domes¬ 
tic”  but  having  a  significant  impact  on  international  transactions.  The  United 
States  has  strongly  emphasized  not  only  that  reform  is  needed  in  all  three  of 
these  areas  but  also  that  the  reforms  in  all  three  must  be  ccmsidered  as  pjart 
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of  a  single  package,  since  policies  adopted  in  <Hie  field  may  complement  or 
conflict  with  policies  in  the  others.  However,  thinking  is  now  farthest  ad¬ 
vanced  with  respect  to  monetary  reform  and  we  devote  most  of  this  chapter 
to  it. 

The  President  has  also  Udcen  steps  to  improve  the  handling  of  interna¬ 
tional  economic  issues  within  the  U.S.  Government,  to  take  better  account 
of  the  close  interconnections  of  all  aspects  of  international  economic  policy 
with  each  other  and  with  domestic  policy.  The  recently  created  Council 
on  Economic  Policy  will  provide  a  framework  for  the  unified  consideration 
of  domestic  and  intematitmal  economic  issues.  The  Council  on  International 
Economic  Policy  (CIEP)  continues  to  have  resp>onsibilities  for  foreign  eco¬ 
nomic  policy  within  the  framework  of  the  Council  on  Economic  Policy, 
amd  the  director  of  CIEP  is  a  member  of  the  latter  group.  Other  steps  to 
improve  the  handling  of  the  economic  aspects  foreign  relations  include 
the  appointment  of  a  higher  ranking  official  to  be  responsible  for  economic 
policy  in  the  State  Department  and  the  development  of  more  effective 
procedures  for  the  National  Advisory  Council  on  Intematitmal  Monetary 
and  Financial  Policies,  the  body  which  coordinates  the  foreign  lending 
policies  and  activities  of  the  U.S.  Government. 

THE  INTERNATIONAL  MONETARY  SYSTEM 

The  suspension  of  the  convertibility  of  the  dollar  into  gold  on  August  15, 
1971,  gave  public  recognition  to  the  fact  that  the  postwar  international 
monetary  arrangements,  known  as  the  Bretton  Woods  system,  had  become 
untenable.  Interim  arrangements,  including  the  negotiation  of  a  multilateral 
realignment  of  exchange  rates  at  the  Smithsonian  Institution  in  December 
1971,  have  been  developed,  but  they  do  not  provide  a  long-term  solution 
to  the  problems  which  made  changes  in  the  rules  of  the  Bretton  Woods 
system  inevitable.  The  arrangements  have  greatly  facilitated  the  mainte¬ 
nance  of  normal  international  commercial  and  investment  relationships, 
but  they  do  not  constitute  an  adequate  system  of  rules  for  the  international 
monetary  system  in  the  l<Hig  run. 

A  stable  international  monetary  system  must  meet  several  major  require¬ 
ments  if  it  is  to  serve  as  the  basis  for  the  continued  expansion  of  world  trade 
and  investment.  First,  it  should  be  market-oriented.  For  the  sake  of  both  ef¬ 
ficiency  and  equity,  the  mechanism  for  balancing  each  country’s  total  for¬ 
eign  exchange  receipts  and  payments  over  the  long  run  should  function  in 
such  a  way  as  to  minimize  interference  with  individual  market  transactions. 
Second,  the  settlement  of  payments  balances  among  countries  should  be 
multilateral,  so  that  every  country  can  offset  its  deficits  with  some  countries 
by  means  of  surpluses  with  others.  To  fulfill  this  condition,  the  system  must 
provide  for  the  ultimate  settlement  of  claims  in  terms  of  commonly  accepted 
reserve  assets.  Such  a  generalized  payments  system  makes  possible  a  far 
higher  level  of  international  trade  and  investment  transactions  than  would 
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be  feasible  if  each  country  had  to  balance  its  payments  bilaterally  with  every 
other  country  in  a  network  ol  barter  relaticmships.  Third,  the  system  should 
be  stable.  International  commerce  frequently  entails  long-run  commitments 
and  hence  requires  stable  expectations  about  conditions  affecting  the  future 
profitability  o(  international  transactions. 

In  order  to  meet  these  requirements  the  international  monetary  system 
must  fulfill  certain  specific  functi<HU.  It  must  provide  an  effective  and 
equitable  mechanism  for  adjustment  of  payments  imbalances  among  coun¬ 
tries,  so  that  external  payments  imbalances  are  not  allowed  to  persist  and 
accumulate.  It  must  also  provide  international  monetary  reserves  in  ade¬ 
quate  amounts  and  in  forms  acceptable  to  the  participants  in  the  system,  i.e., 
international  liquidity  has  to  be  adequate.  If  the  system  permits  the  creation 
of  too  much  international  money,  international  inflationary  pressures  will 
be  created;  if  too  little  intematioiud  money  is  created,  deflationary  pressure 
or  pressures  for  restrictions  on  international  transacti(Mis  will  result.  Finally, 
the  system  must  operate  in  such  a  way  as  to  create  and  maintain  confidence 
in  its  cmitinued  viability  and  in  the  value  of  the  international  reserve  assets 
associated  with  it. 

Characteristics  of  the  Bretton  Woods  System 

The  Articles  of  Agreement  which  established  the  International  Monetary 
Fund  (IMF)  in  the  inunediate  postwar  period  reflected  a  heavy  emphauis  on 
the  need  for  stability  and  confidence  in  the  international  monetary  system. 
The  rules  embodied  in  the  Articles  dealt  primarily  with  such  questions  as  the 
conditions  under  which  governments  could  change  their  exchange  rates,  or 
borrow  from  the  Fund  to  cover  deficits,  or  impose  exchange  restrictioiu.  The 
primary  objective  was  to  prevent  arbitrary  actions  by  governments  in  these 
areas,  and  in  meeting  this  objective  the  Articles  were  highly  successful. 

Under  the  Articles  of  Agreement,  governments  were  obligated  to  support 
their  exchange  rates  at  agreed  parity  levels  in  either  of  two  ways — ^by  buying 
or  selling  their  own  currency  in  the  foreign  exchange  market  whenever  the 
rate  rose  1  percent  above  or  fell  1  percent  below  parity,  or  by  making  their 
currency  convertible  into  gold  or  other  reserve  assets  at  the  request  of  a 
foreign  official  institution.  In  practice,  all  countries  but  the  United  States 
have  supported  their  currencies  by  buying  or  selling  them  for  dollars,  while 
the  United  States  has  maintained  the  convertM>ility  of  dollars  into  gold  or 
other  reserve  assets  tied  to  gold. 

The  rules  permitted  changes  in  a  country’s  parity  when  its  balance  of  pay¬ 
ments  was  in  fundamental  disequilibrium.  In  practice  the  parities  were 
changed  only  infrequently,  generally  after  a  prolcxiged  period  of  disequilib¬ 
rium  in  external  payments.  There  was  also  a  widespread  belief  that,  because 
of  the  importance  of  the  United  States  in  world  trade  and  the  central  role  of 
the  dollar  in  the  international  monetary  system,  the  United  States  could  not 
change  its  exchange  rate.  In  any  case,  nnce  most  other  countries  were  pegging 
their  rates  to  the  dollar  in  the  foreign  exchange  market,  the  United  States 
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could  not  be  certain  that  a  change  in  the  price  of  gold  would  actuadly  result 
in  a  change  in  the  value  of  the  dollar  in  terms  of  foreign  currencies. 

The  Articles  of  Agreement  did  not  address  themselves  explicitly  to  the 
question  of  liquidity.  The  expectation  was  that,  as  in  the  past,  newly  mined 
gold  would  provide  the  major  source  of  new  official  reserves.  It  was  also 
implicitly  assumed  that  countries  would  hold  certain  currencies  as  addi¬ 
tional  reserves.  There  were  no  arrangements,  however,  for  reviewing  or 
influencing  the  growth  of  liquidity.  The  growth  of  reserves  was  thus  depend¬ 
ent  on  the  vagaries  of  gold  mariiets  and  on  deficits  in  the  balance  of  pay¬ 
ments  of  reserve  currency  countries.  In  fHactice,  die  U.S.  deficits  provided  the 
bulk  of  new  reserves  for  the  rest  of  the  world. 

The  inadequacies  of  the  system  with  respect  to  the  process  of  liquidity 
creation  led  to  an  important  step  forward  with  the  recent  creation  cmT  Spe¬ 
cial  Drawing  Rights  (SDR’s),  an  internationally  created  obligation  of 
the  Intematkmal  Monetary  Fimd.  With  the  establishment  cA  SDR’s,  the 
system  no  longer  had  to  rely  on  a  persistent  deficit  in  the  U.S.  balance  of 
payments  fm*  the  creation  of  new  reserves.  The  creation  of  SDR’s  could 
not  in  itself  restore  equilibrium  to  intematicxial  payments,  however,  since 
provisimis  for  the  adjustment  of  payments  imbalances  remained  inadequate. 

The  Articles  of  Agreement  were  not  very  explicit  about  the  circumstances 
under  which  countries  should  take  action  to  remove  balance-of -payments 
deficits  or  surpluses.  The  assumption  was  that  deficit  countries  would  socmer 
or  later  run  out  cA  reserves  or  borrowing  facilities  and  ther^ore  would  have 
to  adjust.  However,  surplus  countries  could  postpone  adjustment  as  long  as 
they  were  willing  to  accumulate  reserves.  Since  the  major  deficit  country, 
the  United  States,  could  not  adjust  its  exchange  rate  without  endangering 
the  operation  of  the  system,  and  since  most  of  the  surplus  countries  were 
persistently  reluctant  to  change  their  own  rates,  the  disequilibrium  in  world 
payments  increased  through  the  latter  half  of  the  1960’s  until  it  reached  a 
breaking  point  in  mid- 1971.  At  that  time,  the  disequilibrium  became  so  large 
that  speculative  pressures  caused  billions  of  dollars  to  be  exchanged  for  for¬ 
eign  currencies  within  a  few  days.  These  currency  movements  g^reatly  in¬ 
creased  U.S.  liabilities  to  foreign  official  institutions  and  further  reduced 
the  stock  of  U.S.  reserve  assets.  This  brought  to  a  head  a  problem  which 
had  been  developing  for  some  time:  how  to  maintain  convertibility  as  the 
stock  of  dollars  held  by  foreign  official  institutions  grew  and  the  United 
States’  own  stock  of  reserve  assets,  mainly  gold,  shrank. 

On  Augijst  15,  the  President  announced  a  suspension  of  the  convertibility 
of  the  dollar  into  gold  or  SDR’s.  This  action  withdrew  U.S.  support  from 
the  old  exchange  rates  between  the  dollar  and  other  foreign  currencies,  and 
in  effect  put  the  dollar  on  a  floating  basis.  Subsequently,  a  new  set  ex¬ 
change  rates  was  agreed  upon  at  the  Smithsonian  Institution,  and  as  part 
of  that  realignment  the  United  States  agreed  to  increase  the  U.S.  official 
price  of  gold  from  $35  to  $38  an  ounce.  This  8.5-percent  increase  in  the  price 


of  gold  was  signed  into  law  on  March  31,  1972.  The  United  States  has  not 
resumed  the  convertibility  of  the  dollar,  but  has  said  that  it  will  undertake 
appropriate  convertibility  obligations  in  the  context  of  a  suitably  reformed 
international  monetary  system,  provided  diat  the  U.S.  balance-of-payments 
and  reserve  positions  improve  sufficiently  to  madce  such  an  undertaking 
viable. 

Preparations  for  International  Monetary  Reform 

Some  of  the  major  problems  to  be  dealt  with  in  a  reform  o(  the  inter¬ 
national  monetary  system,  as  well  as  a  number  of  approaches  to  their  solu¬ 
tion,  were  examined  in  a  report  submitted  by  the  Executive  Directors  of 
the  International  Monetary  Fund  to  the  Board  of  Governors  in  August  1972. 
At  about  the  same  time,  the  member  countries  of  the  International  Monetary 
Fund  agreed  to  create  a  ccxnmittee  to  conduct  negotiations  on  reform.  This 
committee,  the  Committee  of  Twenty,  is  patterned  after  the  representational 
system  used  in  the  Executive  Board  of  the  International  Mcmetary  Fund, 
where  the  membership  is  broken  down  into  twenty  constituencies,  each  with 
a  single  sp>okesman  to  act  on  bdialf  of  all  the  countries  in  the  constituency. 
Although  some  oi  the  constituencies  are  formed  by  single  large  countries, 
as  is  true  with  the  United  States,  most  comprise  several  smaller  countries. 
The  first  meeting  of  this  new  group  was  held  at  the  annual  session  of  the 
International  Monetary  Fund  in  September  1972;  this  was  followed  by 
several  meetings  of  deputies,  who  expect  to  prepare  a  draft  outline  (rf  the 
main  reform  proposals  in  time  for  the  1973  annual  meeting  of  the  Inter¬ 
national  Monetary  Fund. 

US.  Ideas  on  International  Monetary  Reform 
In  order  to  help  get  the  negotiation  process  underway,  the  United  States 
has  advanced  some  general  profxjsals  on  refcxm.  The  U.S.  approach  is 
evolutionary,  seeking  to  build  on  existing  principles  and  practices  where 
they  have  proved  useful  and  have  met  with  international  approval.  At 
the  same  time,  it  proposes  certain  important  changes  to  ensure  the  viability 
of  the  new  system.  The  primary  emphasis  is  on  the  creation  of  an  effective 
and  evenhanded  mechanism  for  the  adjustment  of  payments  imbalances 
that  would  place  all  countries,  surplus  and  deficit  alike,  under  agreed  and 
broadly  symmetrical  rules  and  responsibilities  for  taking  action  to  restore 
equilibrium.  In  the  U.S.  view,  the  most  promising  approach  is  a  system  in 
which  disproportionate  changes  in  a  nation’s  reserves  in  either  directicm 
indicate  the  need  for  measures  to  eliminate  the  payments  imbalance.  Within 
such  a  system  of  symmetrical  adjustment  discipline,  the  U.S.  approach  would 
allow  considerable  diversity  in  the  choice  of  instruments  for  bringing  about 
adjustment.  One  way  to  widen  the  choice  of  adjustment  tools  would  be  to 
allow  increased  flexibility  of  exchange  rates. 

With  respect  to  international  liquidity,  the  U.S.  proposal  envisages  an 
increase  in  the  importance  of  the  SDR  and  the  elimination  of  various 
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encumbrances  which  reduce  its  usefulness  as  a  reserve  asset.  At  the  same 
time,  the  U.S.  proposal  contemplates  a  gradual  diminution  of  the  role  played 
by  gold  in  the  international  monetary  system.  Holdings  of  foreign  cur¬ 
rency  reserves  would  be  neither  banned  nor  encouraged,  but  it  is  expected 
that  they  would  become  a  smaller  proportion  of  total  international  reserve 
assets  than  they  are  today. 

The  Adjustment  Process 

In  developing  its  proposals  the  United  States  has  taken  into  account  a 
number  of  realities  about  the  international  adjustment  process.  First,  every 
government  seeks  to  retain  a  large  degree  of  discretion  in  managing  its 
economy,  in  order  to  meet  the  specific  social  and  eccmomic  concerns  of 
its  citizens.  Seccmd,  the  policies  of  every  government  are  necessarily  affected 
and  constrained  by  the  interacticm  of  its  economy  with  the  outside  world, 
since  international  trade  and  investment  are  increasingly  important  factors 
in  the  economic  prosperity  of  all  countries.  The  U.S.  proposal  seeks  to 
achieve  a  proper  balance  between  these  two  conditions  by  retaining  con¬ 
siderable  national  discretion  with  respect  to  the  method  and  timing  of  adjust¬ 
ment,  but  by  imposing  a  stronger  international  discipline  to  ensure  the 
achievement  of  adjustment  objectives. 

Reserves  as  objective  indicators  for  adjustment.  The  U.S.  proposal,  that 
disproportionate  changes  in  reserves  in  either  direction  be  used  as  the 
primary  indicator  of  the  need  for  balance-of-payments  adjustment,  is  de¬ 
scribed  in  detail  in  Appendix  A.  In  suimnary,  the  proposal  is  that  certain 
points  should  be  established  above  and  below  each  country’s  “base,”  or 
“normal”  level  of  reserves,  and  that  movements  in  reserves  beyond  these 
points  would  signal  the  need  for  balance-of-payments  adjustment. 

The  U.S.  proposal  is  based  on  the  recognition  that  countries  experiencing 
a  persistent  deterioration  in  their  reserve  positions  have  always  had  to 
devalue  their  currencies  or  to  take  other  adjustment  measures.  The  U.S. 
proposal  would  make  this  discipline  symmetrical  for  both  deficit  and  sur¬ 
plus  countries  by  providing  that  a  disproportionate  gain  in  reserves  would 
indicate  the  need  for  adjustment  actions  by  surplus  countries  to  the  same 
extent  that  disprop>ortionate  reserve  losses  now  impose  pressure  on  deficit 
countries  to  adjust. 

Synunetry  in  the  adjustment  process,  as  provided  for  in  the  U.S.  prop>osal, 
is  desirable  for  several  reasons.  Active  implementation  of  adjustment  policies, 
as  opposed  to  passive  acceptance  of  the  domestic  consequences  of  adjustment 
by  others,  frequently  entails  political  costs  (as  in  the  case  of  an  exchange 
rate  change,  which  goverrunents  have  commonly  considered  to  be  a  con¬ 
fession  of  weakness) .  And  it  may  sometimes  involve  economic  costs  of  adjust¬ 
ment  as  well  (when,  for  example,  a  deficit  country  tolerates  an  increase  in  un¬ 
employment  in  order  to  improve  the  payments  balance  through  demand 
restraint) .  Thus,  a  balanced  distribution  of  the  responsibility  for  initiating 
adjustment  is  in  part  a  question  of  equity. 
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Such  synmietry  also  makes  the  process  of  intematicmal  adjustment  more 
efficient.  If  countries  on  both  the  deficit  and  the  surplus  sides  of  a  pay¬ 
ments  imbalance  follow  active  policies  for  the  restoration  of  equilibrium  the 
process  is  likely  to  be  easier  than  if  the  deficit  countries  try  to  bring  about 
adjustment  by  themselves.  Deficit  countries  would  in  any  case  be  unable  to 
restore  equilibrium  unless  surplus  countries  at  least  followed  policies  consist¬ 
ent  with  a  reduction  of  the  net  surplus  in  their  payments  positions.  Such 
problems  can  best  be  avoided  by  clarifying  the  responsibilities  of  both  groups 
of  countries  in  bringing  about  payments  adjustment. 

The  use  of  reserve  criteria  also  focuses  on  the  close  relationship  between 
the  speed  of  adjustment  and  the  need  for  liquidity.  The  less  efficient  and 
prompt  the  adjustment  process,  the  larger  is  the  global  need  for  reserves; 
the  smaller  and  less  elastic  the  total  stock  of  reserves,  the  more  stringent  the 
demands  will  be  on  the  adjustment  process.  In  a  system  where  the  adjust¬ 
ment  process  is  tied  to  reserves,  the  total  volume  <rf  reserves  created  can  be 
related  to  the  sum  of  countries’  individual  reserve  targets  as  reflected  in  the 
internationally  agreed  indicators.  If  the  two  are  not  made  consistent,  sus¬ 
tained  balance-of-payments  equilibrium  cannot  be  obtained.  Failure  to  pro¬ 
vide  the  system  with  adequate  reserves  puts  deflationary  pressure  on  deficit 
countries  and  induces  a  disruptive  competition  for  scarce  reserves.  In  contrast, 
the  creation  of  too  large  a  volume  of  reserves  places  the  major  share  of 
adjustment  pressures  on  surplus  countries  and  exacerbates  tendencies  toward 
world  inflation. 

A  link  between  adjustment  measures  and  reserve  changes  is  essential  if  a 
generalized  system  of  convertibility  of  national  currencies  into  international 
reserve  assets  is  to  be  sustainable.  In  the  long  run,  convertibility  can  be  main¬ 
tained  only  if  the  adjustment  mechanism  prevents  the  development  of  large 
and  persistent  imbalances  which  would  inevitably  prevent  a  deficit  country 
from  providing  conversion  of  its  own  currency  into  primary  reserve  assets. 

Reserve  indicators  have  several  other  advantages  as  compared  to  other 
conceivable  adjustment  guides.  They  are  comprehensive,  quickly  available, 
and  relatively  unambiguous.  Furthermore,  they  do  not  discriminate  between 
one  set  of  transactions  and  another.  They  leave  the  relation  between  specific 
types  of  transactions  to  market  forces,  focusing  only  on  the  overall  level  of 
the  balance  of  payments.  In  a  system  based  on  the  market  principle,  it  would 
be  inappropriate  to  base  judgments  about  the  need  for  adjustment  solely  on 
trade,  or  the  current  account,  or  the  capital  account. 

Adoption  of  reserve  criteria  as  a  primary  indicator  of  the  need  for  ad¬ 
justment  does  not  imply  automaticity.  The  system  would  operate  in  the  con¬ 
text  of  a  multilateral  review  procedure.  While  excessive  reserve  changes  may 
create  an  increasingly  strong  presumption  that  effective  adjustment  meas¬ 
ures  are  called  for,  a  country  could  still  convince  the  international  ccxn- 
munity  that  the  signals  were  wrong  and  adjustment  was  not  appropriate. 
In  such  a  case  the  reserve  indicator  could  be  overriden.  Moreover,  the  use 
of  reserve  indicators  would  not  preclude  such  supplementary  guides  as 
might  be  available. 
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Short-term  capital  movements  may  present  a  problem  in  managing  any 
system  of  adjustment,  including  one  based  on  reserve  indicators.  Large  move¬ 
ments  erf  such  funds  in  response  to  differences  in  interest  rates,  or  the  expec¬ 
tation  of  future  changes  in  exchange  rates,  could  bring  about  large  changes 
in  reserves.  This  could  signal  the  need  for  adjustment  actions  even  though 
they  might  not  otherwise  be  thought  appropriate.  It  should  be  f>ossible, 
however,  to  identify  such  cases  in  the  multilateral  review  and  to  override  the 
signal  by  international  agreement.  Moreover,  the  wider  margins  within 
which  exchange  rates  can  fluctuate  have  already  provided  a  useful  cushion 
against  short-term  capital  movements  initiated  by  interest  rate  differentials, 
and  these  margins  should  become  more  effective  in  a  system  where  the  main¬ 
tenance  of  inappropriate  parities  is  avoided. 

Greater  flexibility  in  the  exchange  rate.  An  important  feature  of  the 
U.S.  proposals  is  that  they  would  make  exchange  rate  changes  a  more  useful 
internationally  acceptable  instrument  of  adjustment.  The  U.S.  sugges¬ 
tions  regarding  the  exchange  rate  mechanism  assume  that  most  countries 
will  generally  choose  to  cemtinue  their  practice  of  maintaining  established 
values  for  their  currencies.  At  the  same  time,  the  United  States  recognizes 
that  the  difficulties  caused  by  prolonged  maintenance  of  inappropriate  ex¬ 
change  rates  can  be  avoided  only  if  countries  adjust  their  parities  mexe 
promptly  than  was  usual  in  the  past. 

The  U.S.  proposal  recognizes  the  current  evolution  erf  more  flexible 
techniques  of  exchange  rate  management.  For  example,  despite  the  fact 
that  floating  a  currency — suspending  the  maintenance  of  its  value  by  ex¬ 
change  market  intervention — is  technically  a  vierfation  of  the  Bretton 
Woods  Agreement,  a  number  of  important  countries  have  done  so.  Such 
floats  may  be  either  transitional,  as  a  way  of  utilizing  market  signals  in 
determining  a  new  rate,  or  indefinite  in  their  duration.  The  Canadians  have 
floated  during  long  intervals  for  more  than  two  decades,  the  Germans  have 
floated  twice  in  recent  years,  and  the  British  have  been  floating  since  mid- 
1972.  The  U.S.  proposal  would  permit  either  transitional  or  indefinite  pe¬ 
riods  of  floating,  but  it  would  impose  standards  on  countries  adr^ting 
floating  regimes  to  guard  against  their  use  as  instruments  for  competitive 
devaluation. 

The  United  States  also  propx>ses  that  countries  which  maintain  parity 
exchange  rates  adopt  wider  margins  within  which  the  market  exchange  rate 
is  allowed  to  fluctuate.  The  Smithsonian  Agreement  temporarily  increased 
the  permissible  margins  from  1  percent  on  either  side  of  dollar  parity  to 
percent  above  or  below  dcrflar  parity,  implying  a  maximum  spread  of  4^4 
percent  between  any  two  ncmdollar  currencies.  A  number  of  countries  have 
adopted  these  wider  maigins.  The  United  States  favors  the  permanent  adop¬ 
tion  of  margins  for  all  currencies,-  including  the  dollar,  that  are  in  the  same 
range  as  those  permitted  for  nondollar  currencies  under  the  Smithsonian 
Agreement.  Since  the  dollar  currently  serves  as  the  chief  intervention  cur¬ 
rency  it  can  never  deviate  from  its  parity  with  any  other  currency  by  more 
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than  the  width  of  the  margin,  or  2}4  percent.  For  any  two  nondollar  cur¬ 
rencies,  however,  the  maximum  spread  is  twice  the  margin,  because  one 
currency  could  be  at  the  floor  while  the  other  currency  was  at  the  ceiling. 

To  do  away  with  this  particular  asymmetry  will  require  innovations  in  the 
techniques  of  exchange  market  intervention,  a  question  which  will  have  to 
be  addressed  in  the  context  of  the  general  reform  effort. 

A  larger  zone  within  which  fluctuaticm  can  take  place  without  government 
intervention  implies  more  opportimity  for  the  operation  of  market  forces 
and  can  facilitate  small  changes  in  parities.  Wider  margins  can  also  lessen 
the  incentives  for  short-term  capital  flows  in  response  to  interest  rate  dif¬ 
ferentials  by  increasing  the  scope  for  forward  premiums  or  discounts  in  the 
exchange  markets,  thus  neutralizing  such  differentials. 

The  desire  for  symmetry  between  the  margins  for  the  dollar  and  for  other 
currencies  reflects  the  view  that,  whereas  the  dollar  had  unique  functions  and 
respcmsibilities  in  the  old  system,  its  role  in  the  new  system  should  be  closer  to 
that  of  other  imp>ortant  currencies.  Under  the  Bretton  Woods  system,  other 
countries  maintained  or  changed  the  values  of  their  currencies  in  relation  to 
the  dollar,  and  the  United  States  was  passive.  The  proposed  change  would 
give  the  United  States  more  freedom  to  exercise  control  over  its  own  ex¬ 
change  rate,  not  only  in  influencing  the  rate  within  the  margins  around 
parity,  but  also  in  changing  the  parity  itself.  Of  course,  imder  any  system  this  ‘ 

freedom  will  be  limited  by  the  fact  that  the  United  States  is  so  important  in  ‘ 

world  trade  that  any  change  in  the  value  of  the  dollar  would  strongly  affect  < 

other  countries.  In  addition,  the  dollar  will  undoubtedly  continue  to  be  an 
international  medium  of  exchange,  even  when  no  Americans  are  involved, 
and  substantial  amounts  of  dollars  will  still  be  held  abroad  in  private  and 
official  hands.  Therefore,  reasonable  stability  in  the  value  of  the  dollar  will 
be  desirable.  Nonetheless,  in  a  reformed  system  the  dollar  should  have  con¬ 
siderably  more  flexibility  than  it  did  before. 

Other  techniques  of  adjustment.  Under  the  U.S.  pro|x>sal  a  variety  of 
mechanisms  for  restoring  payments  balance  would  be  available,  among  them 
changes  in  monetary  and  fiscal  pwlicy.  Furthermore,  in  keeping  with  the 
goal  of  the  international  monetary  system  to  encourage  a  freer  flow  <rf  re¬ 
sources,  surplus  countries  would  be  encouraged  to  remove  barriers  to  im¬ 
ports  and  capital  outflows,  while  deficit  countries  would  be  encouraged  to 
remove  barriers  to  exports  and  capital  inflows. 

Such  a  choice  among  adjustment  measures  is  essential,  not  only  to  pre- 
.serve  national  sovereignty,  but  also  because  the  nature  of  the  imbalance 
may  itself  suggest  a  particular  form  of  policy  response.  Furthermore,  the 
existence  of  uncertainty  about  whether  or  not  adjustment  will  take  the  form 
of  a  change  in  the  exchange  rate  can  itself  be  a  stabilizing  influence  by 
holding  down  speculation  in  response  to  reserve  changes. 

The  U.S.  proposal  would  in  extreme  circumstances  permit  the  imposition 
of  direct  restraints  for  balance-of-payments  purposes.  Their  use,  however, 
would  be  appropriately  circumscribed  to  ensure  that  controls  remained  tem- 


127 


{X>rary  and  caused  the  least  possible  distortion  in  the  pattern  of  trade  and 
investment.  Controls  or  surcharges  on  some  transactions  and  not  on  others 
distort  economic  relationships,  and  for  that  reason  broad  adjustment  meas¬ 
ures  are  generally  preferable.  And  where  selective  measures  are  used,  price- 
based  barriers  such  as  taxes  or  surcharges  are  generally  preferable  to  quantita¬ 
tive  barriers  such  as  quotas.  Taxes  on  some  transactions  and  not  on  others 
change  relative  prices,  but  they  do  not  insulate  such  transactions  from  market 
pressures,  as  quotas  do.  This  view  contrasts  with  the  present  rules  of  the  Gen¬ 
eral  Agreement  on  Tariffs  and  Trade  (GATT) ,  which  specifically  authorize 
quantitative  restrictions  but  not  surcharges  for  balance-of -payments  purposes. 

The  U.S.  proposal  furthermore  reflects  the  view  that  controls  on  capital 
transactions  for  balance-of-payments  purposes  should  not  be  encouraged  and 
certainly  should  not  be  required  in  lieu  of  other  measures  of  adjustment, 
nor  should  they  become  the  means  of  maintaining  an  undervalued  mr  over¬ 
valued  exchange  rate.  This  poution  is  based  on  a  belief  that  restricticxis  have 
a  distorting  influence  whether  they  are  focused  on  trade  in  commodities,  in 
services,  or  in  assets  (the  capital  account),  and  that  this  parallelism  should 
be  recognized  in  the  rules  governing  the  reformed  international  monetsuy 
system.  In  contrast,  the  provisions  of  the  earlier  system  made  a  sharp  distinc¬ 
tion  between  controls  on  trade  and  other  current  transactions  and  controls 
on  capital  transactions. 

The  U.S.  prc^xisal  assumes  that  countries  would  take  their  responsibilities 
seriously  and  would  usually  take  steps  toward  adjustment  before  such  stepjs 
became  necessary  on  the  basis  of  the  indicators.  In  the  few  cases  where  coun¬ 
tries  might  persist  in  avoiding  adjustment,  however,  certain  international 
sancdcMU  would  become  operative.  On  the  deficit  side,  for  example,  failure 
to  adjust  mig^t  lead  to  refusal  to  provide  credit,  as  under  the  old  system,  or 
to  loss  of  scheduled  SDR  allocations.  On  the  surplus  side,  the  international 
inducements  for  adjustment  might  include  the  risk  of  losing  scheduled  SDR 
allocations  or  a  tax  on  the  country’s  excess  reserve  holdings.  In  some  situa¬ 
tions,  other  countries  might  be  authorized  to  imp>ose  a  surcharge  on  impx>rts 
from  the  chronic  surplus  country  until  effetive  measures  were  taken 
to  correct  the  situation.  The  Bretton  Woods  Agreement  incoiporated  a  pro¬ 
vision  similar  to  this  last  one,  the  so-called  scarce  currency  clause.  However, 
because  this  provision  was  never  invoked,  there  was  no  effective  fcwm  of 
international  pressure  on  surplus  countries  to  adjust. 

International  Liquidity 

The  magnitude,  compxMition,  and  distribution  of  wcxrld  liquidity  have 
imdergone  svibstantial  changes  in  recent  years.  From  the  end  of  1969  to  the 
end  of  October  1972,  gross  international  official  reserves  increased  from 
$78  billion  to  $152  billion,  or  almost  100  p}ercent  in  3  years.  Part  of  thu 
increase  was  in  newly  created  Special  Drawing  Rights,  but  most  of  it  was 
in  dollars.  Gold  and  reserve  positions  in  the  International  Monetary  Fund 
remained  at  approximately  the  same  level  as  in  1969.  As  a  result,  a  significant 
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change  occurred  in  the  proportional  composition  of  international  reserves. 
Gold  dropped  from  50  percent  to  26  percent,  reserve  positions  in  the  IMF 
dropped  from  9  percent  to  4  percent,  foreign  exchange  rose  from  41  percent 
to  64  percent,  and  SDK’s,  which  did  not  exist  in  1%9,  provided  6  percent 
of  world  reserves. 

For  the  future,  the  United  States  supports  movement  toward  increas¬ 
ing  reliance  on  the  SDR  as  the  primary  source  of  world  reserve  growth 
and  toward  progressive  reduction  in  the  role  of  gold  as  a  reserve  asset.  The 
U.S.  proposal  also  assumes  that  currencies  will  play  a  much  smaller  role  in 
reserve  holdings  in  the  future  than  they  do  today.  In  that  connection,  pro¬ 
posals  for  exchanging  a  portion  of  reserve  currency  holdings  into  a  special 
issue  of  SDK’s  deserve  careful  study  as  part  of  the  transition  to  a  new  system. 

SDR‘s  as  the  primary  international  reserve  asset.  As  part  of  its  proposals 
for  reform,  the  United  States  has  supported  increased  importance  for 
SDK’s;  they  should  become  the  formal  unit  of  account  of  the  system, 
to  serve  as  the  common  reference  point  for  currency  rates  and  as  a  com¬ 
mon  measure  of  the  value  of  reserve  assets.  Such  an  arrangement  would 
offer  important  advantages,  in  that  it  would  eliminate  several  potential 
sources  of  instability — private  and  official — which  have  been  piarticulariy 
troubling  for  the  international  monetary  system  in  the  p>ast. 

First,  the  system  would  not  be  subjected  to  strains  arising  from  private 
demands  for  the  primary  reserve  asset.  The  SDR  has  no  commodity  uses 
and  there  are  no  plans,  at  least  at  the  present  time,  for  allowing  the  SDK 
to  be  held  as  a  financial  asset  in  private  hands.  The  value  of  the  SDR  in 
terms  of  currencies  would  be  determined  purely  on  the  basis  of  considerations 
related  to  the  monetary  system  itself,  and  not  by  occurrences  in  often  volatile 
commodity  markets. 

Second,  the  system  would  not  have  to  depend  cm  increa^g  the  value 
the  SDR  for  increases  in  official  liquidity.  Instead,  the  SDR  was  designed  to 
expand  (or  contract)  international  liquidity  through  changes  in  the  volume 
of  SDR  units  outstanding,  thus  avoiding  speculative  problems  caused  by 
changes  in  the  value  of  the  basic  reserve  asset  relative  to  other  typ)es  of 
money. 

Third,  SDK’s  would  not  be  subject  to  the  problem  of  confidence  created 
by  primary  reliance  on  reserve  currencies.  Under  the  Bretton  Woods  system, 
the  demand  for  reserve  assets  was  increasingly  met  by  the  reserve  currencies. 
The  larger  the  amount  of  a  ciurency  held  by  foreign  official  institutions, 
however,  the  greater  the  risk  that  conhdence  may  be  undermined  by  the 
accompanying  deficit  in  the  balance  of  payments  of  the  issuing  country. 
Furthermore,  the  commitment  of  the  reserve  currency  country  to  maintain 
convertibility  into  reserve  assets  becomes  less  and  less  credible  as  the  stock  of 
its  outstanding  liquid  liabilities  increases.  The  SDR  is  not  subject  to  these 
particular  problems  of  confidence,  since  the  liability  is  spread  among  all 
partkipxiting  countries  and  it  is  not  convertible  into  other  reserve  assets.  Con- 
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fidence  in  the  SDR  is  primarily  a  function  of  the  commitment  and  willingness 
of  governments  to  accept  it  in  settlement  of  debts. 

Certain  clianges  in  the  nature  and  the  use  of  the  SDR  would  make  it  a 
more  attractive  and  useful  asset.  To  the  extent  possible,  for  instance,  SDR’s 
should  be  freed  from  the  encumbrances  of  reconstitution  obligations,  desig¬ 
nation  procedures,  and  holding  limits.  These  special  features  of  the  SDR 
mechanism  were  probably  necessary  when  that  instrument  was  a  new  and 
imtested  asset.  In  the  absence  of  an  effective  adjustment  mechanism,  it  was 
considered  desirable  to  place  limitations  on  the  magnitude  of  payments 
imbalances  to  be  financed  through  SDR  transfers.  The  need  for  such  special 
features  would  be  reduced  or  eliminated  in  a  reformed  system.  Moreover, 
the  elimination  of  these  special  provisions  would  enhance  the  SDR’s  prac¬ 
tical  utility.  The  rules  of  the  International  Monetary  Fund  diould  also  be 
changed  to  permit  SDR’s  to  be  used  in  all  IMF  transactions  now  permitting 
or  requiring  gold.  SDR’s  would  thus  truly  beccwne  the  basic  international 
mcwiey. 

The  role  of  reserve  currencies.  The  United  States  has  also  proposed  that  in 
a  reformed  system  official  holdings  of  foreign  exchange  should  be  neither 
banned  nor  encouraged.  Such  holdings  of  national  currencies  may  provide 
a  useful  margin  in  reserve  management,  and  fluctuations  in  such  holdings 
could  add  some  elasticity  to  the  system  as  a  whole  in  meeting  sudden  flows 
of  volatile  capital.  A  system  which  prohibited  nations  from  holding  foreign 
exchange  other  than  working  balances  would  be  a  much  more  rigid  system. 
It  would  provide  no  short-term  flexibility  to  allow  for  reserve  expansion 
over  and  above  SDR  allocations  when  the  demand  for  reserves  is  abnor¬ 
mally  high  for  brief  periods  and  there  are  no  other  immediately  available 
means  for  responding  to  sudden  and  reversible  speculative  pressures.  In 
practice,  there  would  be  a  much  greater  danger  that  such  a  rigid  system 
would  break  down  imder  the  normal  pressures  which  can  develop  in  a 
liberal  world  trading  and  payments  order  where  the  level  of  international 
transactions  is  large  in  comparison  with  the  level  of  world  reserves.  Inability 
of  the  international  reserve  mechanism  to  adapt  flexibly  in  periods  of  strain 
could  seriously  undermine  the  effort  to  move  toward  a  more  liberal  trade  and 
payments  system.  At  the  same  time,  since  coimtries  would  commit  themselves 
to  convert  foreign  official  currency  holdings  into  common  reserve  assets,  a 
country  should  be  able  to  place  limits  on  the  amount  of  its  currency  which 
other  countries  may  hold  as  reserves. 

Gold  as  reserves.  The  United  States  believes  that  the  role  of  gold  in  the 
international  monetary  system  should  continue  to  diminish,  and  would 
support  orderly  procedures  to  facilitate  that  process.  A  declining  role  for 
gold  is  fully  consistent  with  the  long-term  trend  of  monetary  history.  Gov¬ 
ernments  long  ago  recognized  the  inadequacy  of  gold  as  a  basis  for  national 
monetary  systems,  and  in  recent  decades  the  dependence  of  the  interna¬ 
tional  economy  on  that  metal  has  diminished  sharply.  With  the  physical 
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supply  of  gold  limited;  with  its  commodity  uses  competing  inevitably  and 
increasingly  with  its  monetary  uses;  and  with  residual  noncommercial  avail* 
ability  in  no  way  related  to  the  liquidity  needs  of  a  prosperous  and  expand¬ 
ing  international  economy,  the  world  has  naturally  developed  supplements 
and  substitutes. 

The  current  situation — ^where  speculative  pressures  on  a  thin  and  vola¬ 
tile  commodity  market  have  led  to  a  price  much  higher  than  the  official  gold 
price — is  evidence  of  the  instabilities  and  tensions  inherent  in  a  system 
based  on  gold  or  other  commodities.  In  1972  alone,  the  commodity  price 
of  gold  varied  between  $44  and  $70 — a  difference  of  60  percent  of  the 
lower  hgure.  Whatever  the  established  monetary  price  of  gold,  it  is  cer¬ 
tain  to  get  out  of  line  with  the  price  tendencies  prevailing  on  the  private 
market.  Care  must  be  taken  to  avoid  exposing  the  reformed  monetary  sys¬ 
tem  to  that  source  of  instability. 

THE  INTERNATIONAL  TRADING  SYSTEM 

A  new  round  of  multilateral  trade  negotiaticms  within  the  framework  of 
the  GATT  is  scheduled  to  begin  in  the  fall  of  1973.  The  purpose  of  these 
negotiations  will  be  both  to  expand  the  scope  for  international  trade  and  to 
improve  the  institutional  process  for  resolving  international  trade  disputes. 
The  world  as  a  whole,  including  the  United  States,  has  benefited  sub¬ 
stantially  from  the  expansion  of  trade  made  fx)ssible  by  previous  multi¬ 
lateral  reductions  of  trade  barriers.  At  the  same  time,  conflicts  over  trade 
issues  have  intensified  in  recent  years.  In  the  approaching  trade  negotiations, 
new  ways  will  have  to  be  found  to  resolve  such  ccmflicts  in  ways  conducive  to 
the  growth  of  trade. 

World  trade  expanded  more  than  fivefold  in  the  last  20  years,  and  this 
expansion  has  been  accompanied  by  an  equivalent  expansion  of  world 
output.  The  average  annual  growth  in  the  value  of  both  world  trade  and 
economic  output  during  this  period  was  about  8  percent.  While  the  expan¬ 
sion  of  trade  was  only  one  reason  for  these  output  gains,  it  was  undoubtedly 
an  important  source  of  growth.  Trade  not  only  allows  each  country  to  pro¬ 
duce  what  is  best  suited  to  its  capabilities,  it  also  provides  competition  which 
stimulates  everyone  to  produce  goods  more  che^ly  and  to  improve  their 
quality. 

Although  the  United  States  is  less  dependent  on  trade  than  most  other 
nations,  the  role  of  trade  in  the  economy  has  grown.  Over  the  last  two 
decades,  GNP  in  the  United  States  has  increased  about  three  and  one-half 
times,  while  trade  has  increased  more  than  four  times.  Exports  have  become 
a  more  significant  source  of  employment  and  income  for  those  sectors  in 
which  the  United  States  has  a  comparative  advantage,  particularly  agricul¬ 
ture  and  hi^  technology  manufactures,  while  imports  are  beccxning  more 
important  as  the  source  both  of  the  raw  materials  and  fuels  used  by  U.S. 
industry  and  of  consumer  goods  whose  production  requires  much  use  of 
relatively  unskilled  labor. 
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Over  the  last  5  years,  imports  of  goods  by  Americans  have  increased 
much  faster  than  foreigpi  purchases  of  goods  made  in  the  United  States. 
This  imbalance  has  caused  difficulties  for  the  United  States  as  well  as  for 
the  world  economy,  and  its  correction  is  therefore  in  the  interest  both.  It 
can  be  accomplished  in  part  through  equilibrating  changes  in  exchange  rates 
and  relatively  more  effective  anti-inflationary  measures  in  the  United  States, 
both  of  which  change  relative  prices  and  thus  improve  the  competitiveness 
of  U.S.  goods  and  services.  Much  progress  has  been  made  on  this  front  in 
the  past  18  months.  Reductions  in  foreign  trade  barriers  can  also  contribute 
to  correction  of  the  })ayments  imbalance.  A  number  of  countries,  particularly 
Japan,  took  some  liberalizing  actions  in  1972  aimed  at  alleviating  the  dis¬ 
equilibrium  situation.  It  is  hoped  that  further  actions  during  1973  will  con¬ 
tribute  to  this  adjustmoit  process. 

Aims  of  Trade  Negotiations 

The  trade  negotiations  scheduled  to  begin  in  the  fall  of  1973  look  to  the 
longer  term.  Their  goal  is  to  remove  the  sources  of  difficulties  that  have 
arisen  under  present  trading  arrangements  and  to  provide  for  the  expan¬ 
sion  of  trade  on  the  basis  of  mutual  advantage  and  mutual  commitment 
with  reciprocity.  However,  results  from  the  n^otiations  in  the  form  of 
concrete  changes  affecting  the  world  trading  system  are  likely  to  be  gradual 
and  will  not  begin  to  take  effect  for  several  years. 

In  approaching  these  negotiations  the  United  States  seeks,  as  it  has  since 
the  end  of  World  War  II,  a  more  open  and  equitable  world  trading  system. 
A  freer  movement  of  goods,  services,  and  capital  throughout  the  world  in 
response  to  maricet  forces  is  in  the  U.S.  interest  for  several  reasons.  To  the 
extent  that  trade  is  undistorted  by  artificial  barriers,  our  producers  can  sell 
what  they  make  best  and  our  ccmsumers  will  reap  the  benefits  of  efficient 
production  and  cmnpetition  on  a  worldwide  basis.  These  benefits  to  the 
United  States  will  not  conflict  with  the  interests  of  other  countries.  All 
countries  can  expect  gains  from  expanded  world  trade  on  a  nondiscrimina- 
tory  basis. 

A  world  trading  system  that  minimizes  trade  distortions  is  also  one  of  the 
important  prerequintes  for  a  smoothly  functioning  international  monetary 
system.  The  more  barriers  that  countries  erect  to  the  flow  goods,  services, 
and  capital,  the  more  the  adjustment  of  payments  imbalances  is  focused  on 
the  narrower  range  of  economic  activity  which  remains  free  to  respond  to 
nuirket  forces.  The  result  is  to  place  heavy  and  uneven  burdens  of  adjust¬ 
ment  on  particular  sectors,  often  forcing  countries  to  choose  between  ac¬ 
cepting  severe  economic  dislocations  and  postponing  overall  adjustment. 

Comprehensive  trade  negotiations  are  made  even  more  urgent  by  the  ac¬ 
celerated  liberalization  of  trade  within  the  enlaiged  European  Community 
and  countries  associated  with  it  This  development  will  stimulate  growth  and 
increased  trade  among  countries  within  Eun^,  and  will  make  possible  ex- 
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pansion  of  trade  with  the  outside  world  as  well.  At  the  same  time,  when  a 
group  of  countries  eliminates  trade  barriers  among  themselves  while  main¬ 
taining  them  against  the  outside  world,  the  immediate  effect  is  to  divert  trade 
from  outside  suppliers  to  suppliers  in  member  countries. 

In  the  process  of  harmonizing  their  tariffs  with  the  EC’s  common  external 
tariff,  the  new  m^bers  of  the  EG  will  be  increasing  some  tariffs  and  reducing 
others.  Under  the  rules  of  the  GATT,  compensatory  tariff  reductions  must  be 
offered  for  any  increase  in  tariffs  fixed  in  previous  agreements.  In  the  course 
of  this  year,  the  United  States  and  others  will  negotiate  with  the  EC  over  the 
amount  of  compensation  considered  adequate.  But,  such  compensation  will 
not  be  able  to  take  full  account  of  the  new  situation  that  has  been  created  by 
the  changes  in  European  trading  arrangements.  Only  a  negotiated  reduction 
in  the  general  level  of  tariffs  and  nontariff  barriers  (NTB’s)  can  effectively 
reduce  the  discrimination  that  results  from  the  removal  of  trade  barriers 
within  Europe. 

The  expansion  of  the  EC  has  also  been  accompanied  by  the  negotiation 
of  preferential  trade  agreements  between  the  members  of  the  European 
Community  and  a  large  number  of  other  countries  in  Europe  and  Africa. 
Most  of  these  agreements  provide  for  preferential  access  for  exports  of  both 
parties  in  each  other’s  markets,  thus  inherently  discriminating  against  exports 
of  outsiders.  This  proliferation  of  preferential  trade  agreements  threatens  to 
erode  the  most-favored-nation  (MFN)  principle,  which  provides  that  all 
trade  concessions  agreed  on  between  two  or  more  countries  be  extended  to 
all  countries  that  adhere  to  the  General  Agreement  on  Tariffs  and  Trade. 
While  the  GATT  permits  formation  of  free  trade  areas  or  customs  unions 
that  involve  the  elimination  of  barriers  on  substantially  all  internal  trade,  it 
does  not  permit  more  limited  selective  preferential  arrangements. 

The  MFN  principle  has  been  the  cornerstone  of  the  postwar  liberalization 
of  multilateral  trade.  By  ensuring  nondiscrimination  in  the  application  of 
trade  barriers,  it  minimizes  the  inefficiency  and  distortions  caused  by  such 
barriers.  It  also  avoids  trade  diversion  and  thus  injury  to  third  parties 
from  selective  reduction  of  trade  barriers.  And  finally,  it  makes  possible  a 
greater  trade  liberalization  in  the  course  of  multilateral  GATT  negotiations 
by  ensuring  that  any  trade  concession  negotiated  between  two  or  more 
countries  will  be  promptly  extended  to  a  large  number  of  countries.  For 
these  reasons,  it  will  be  important  to  clarify  the  obligations  assumed  by 
GATT  members  with  respect  to  the  MFN  principle. 

In  view  of  the  increasing  importance  of  nontariff  barriers  as  tariff  bar¬ 
riers  are  reduced,  it  is  crucial  that  the  movement  toward  a  more  c^n 
trading  system  be  comprehensive,  encompassing  all  forms  of  barriers  to 
trade.  Among  the  major  types  of  NTB’s  that  distort  trade  are  quantitative 
import  restrictions,  export  subsidies,  restrictive  government  procurement 
policies,  and  discriminatory  design  and  performance  standards. 

Negotiations  covering  such  a  wide  range  of  issues  will  be  difficult  for  a 
number  of  reasons:  trade  distortions  may  arise  frcxn  otherwise  legitimate 
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domestic  social  policies;  many  of  these  practices  are  embedded  in  domestic 
laws;  there  is  no  simple  basis  for  measuring  reciprocity  in  tradeoffs  between 
one  type  of  NTB  and  another;  and  the  feasible  time  schedule  for  conclud¬ 
ing  negotiations  and  implementing  agreements  is  likely  to  vary  widely  from 
one  NTB  to  another.  Nonetheless,  inclusion  of  these  measures  in  future  trade 
negotiations  is  essential;  and  cmisiderable  preparatory  work,  both  technical 
and  definitional,  has  already  been  done,  in  the  United  States  as  well  as  in 
a  number  of  international  groups  and  organizations. 

Further  steps  toward  trade  liberalization  should  also  be  comprehensive 
in  the  sense  that  they  encompass  all  economic  sectors.  From  the  point  of 
view  of  the  United  States,  it  is  particularly  im{x>rtant  that  such  negotia¬ 
tions  include  agricultural  as  well  as  industrial  trade.  Abundant  natural 
resources  and  advamced  farm  management  and  technology  give  this  country 
a  comparative  advantage  which  makes  our  farm  products  highly  c(Mn- 
petitive  in  world  markets.  Our  agricultural  exports  are  estimated  to  have 
reached  an  all-time  high  of  $9^  billion  last  year.  With  rationalization  of 
the  agricultural  policies  and  liberalization  of  the  related  restrictive  import 
policies  maintained  by  most  industrialized  countries,  the  United  States 
could  realize  its  full  potential  for  trade  in  this  important  sector. 

Institutional  Reforms 

Certain  institutional  reforms  would  greatly  help  the  movement  toward  a 
more  open  and  more  equitable  trading  system.  The  present  GATT  frame¬ 
work,  which  has  served  well  for  the  liberalization  trade,  particularly  tariff 
barriers,  now  needs  to  be  strengthened  and  modified.  In  particular,  better 
procedures  should  be  found  to  deal  with  difficulties  and  disputes  arising  out 
of  changes  in  trade  patterns  and  trading  arrangements  among  particular 
countries. 

llie  failure  of  institutional  arrangements  to  deal  effectively  with  this  range 

problems  poses  certain  dangers.  Countries  that  carmot  find  a  satisfactory 
multilateral  solution  to  their  trade  difficulties  will  increasingly  be  under 
pressure  to  adopt  unilateral  restrictive  measures  that  make  trade  less  free 
and  are  often  discriminatory  in  their  effect.  Trade  disputes  that  are  not 
resolved  promptly  and  in  accordance  with  agreed  rules  also  tend  to  create 
political  problems  at  home  that  s{m11  over  into  other  areas  and  affect  pcdit- 
ical  and  security  relations  among  countries.  Such  trade  disputes  can  also 
prevent  the  smooth  functioning  of  the  international  monetary  system,  both 
by  distorting  economic  flows  and  by  undermining  confidence  in  existing  eco¬ 
nomic  relationships. 

Difficulties  have  arisen  in  the  past  with  respect  to  measures  ^^ich  coun¬ 
tries  take  to  cushion  the  domestic  impact  of  abrupt  changes  in  trade  patterns. 
Under  the  existing  rules  of  the  GATT,  countries  can  take  temporary  meas¬ 
ures  to  restrain  imports  when  rapid  increases  threaten  to  disrupt  domestic 
industry.  A  country  imposing  such  restraints,  however,  is  required  to  com¬ 
pensate  other  countries  for  any  loss  of  trade  that  may  result  by  making 
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equivalent  reductions  in  other  trade  barriers.  These  rules  have  proved  un¬ 
workable  in  practice,  and  governments  have  tended  to  evade  them. 

In  limited  instances,  the  adjustment  required  by  a  change  in  trade  pat¬ 
terns  may  be  too  large  to  be  accomplished  in  a  short  time  without  excessive 
social,  personal,  and  political  costs.  In  such  cases  temporary  restraints  cm 
the  pace  at  which  imports  increase  can  provide  time  for  the  adjustment  of 
domestic  resources  to  take  place  in  the  most  constructive  and  least  painful 
way.  These  safeguards  can  also  make  it  less  likely  that  some  countries  will 
resist  general  trade  liberalizaticxi,  fearing  that  it  would  cause  abrupt  disloca¬ 
tions  in  particularly  sensitive  industries. 

A  number  of  proposals  have  been  put  forward  for  a  new  safeguard  system 
which  would  assure  that  such  measures  are  taken  within  the  multilateral 
framework.  If  safeguard  actions  are  negotiated  on  a  multilateral  basis, 
they  are  not  nearly  so  likely  to  become  a  disguised  form  protectionism 
as  they  are  if  they  are  imposed  by  individual  countries  without  interna¬ 
tional  standards.  Under  the  proposed  system,  it  would  be  possible  for  im- 
[x>rting  countries  to  restrain  imports  temporarily  without  compensatory  re¬ 
ductions  of  other  trade  barriers.  Such  actions  would,  however,  be  subject  to 
commonly  accepted  criteria,  a  procedure  for  international  review,  and  pro¬ 
visions  to  prevent  abuse  of  the  system.  The  system  should  also  include  an 
understanding  that  temporary  safeguards  must  be  accompanied  by  effective 
domestic  adjustments  in  the  allocation  of  resources. 

These  various  matters  relating  to  reform  of  the  international  trading 
system  were  discussed  over  a  2-year  p)eriod  by  the  OECD  High  Level  Group 
on  Trade  and  Related  Problems,  a  group  of  experts  representing  the  major 
industrial  countries.  Its  report,  issued  in  the  summer  of  1972,  addresses  all  the 
major  issues  concerning  trade,  including  tariffs,  nontariff  barriers,  unilateral 
safeguards,  trade  in  agricultural  products,  involvement  of  the  less  developed 
countries,  and  East-West  trade.  Although  there  were  divergences  of  opinion 
on  some  issues  among  the  group,  particularly  on  agriculture,  a  high  degree 
of  agreement  was  found  on  major  substantive  issues.  The  report  emphasizes 
the  desirability  of  further  liberalization  of  world  trade  and  points  to  the 
economic  and  political  dangers  inherent  in  a  return  to  protectionism. 

OTHER  ASPECTS  OF  INTERNATIONAL  ECONOMIC  COOPERATION 

The  reform  of  the  international  monetary  and  trade  systems  will  have  a 
global  focus,  inasmuch  as  the  scope  and  membership  ctf  both  the  Interna¬ 
tional  Monetary  Fund  and  the  GATT  are  worldwide.  Not  all  problems  that 
arise  in  international  economic  relationships  can  best  be  solved  in  a  global 
framework,  however,  since  many  issues  that  arise  are  (rf  special  interest  to 
certain  groups  of  countries.  In  many  cases  institutional  mechanisms  have 
been  created  for  the  purpxMe  of  examining  common  problems  or  exploring 
common  approaches,  in  other  cases  there  exists  only  a  focm  for  analysis. 

The  discussion  below  examines  three  sets  of  relationships  that  cut  across 
trade  and  monetary  lines.  The  first  is  concerned  with  problems  that  arise 
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among  the  industrialized  maiicet  eoxiomiet  as  a  result  of  the  hi^  degree  of 
economic  integ^don  among  them.  The  second  focuses  on  the  various  di- 
meiuions  of  the  monetary,  trade,  investment,  and  economic  assistance  rela¬ 
tionships  between  developed  and  developing  economies.  The  third  looks  at 
the  problems  that  may  arise  as  economic  relationships  expand  between  cen¬ 
trally  planned  economies  and  the  rest  of  the  world. 

Domestic  Policies  Affecting  Trade  and  Investment 

International  mcxietary  and  trade  rules  are  focused  on  measures  affect¬ 
ing  the  flow  of  goods  and  flnancial  assets  across  national  borders.  They 
do  not,  on  the  whole,  touch  upon  internal  policy  measures  which  are  not 
directed  to  international  transactions  as  such  but  \^dlich  nevertheless  affect 
the  international  location  of  economic  activity.  In  an  integrated  world  econ¬ 
omy,  however,  measures  taken  in  one  country  may  have  substantial  effects 
on  the  allocation  of  resources  in  other  countries,  and  conflict  among  policy 
objectives  of  various  countries  is  therefore  possible.  These  interrelations 
have  reached  a  particularly  advanced  state  among  the  industrialized  market 
economies.  For  this  reason,  the  Organization  for  Economic  Cooperation  and 
Development  (OECD),  whose  membership  comprises  naost  of  the  indus¬ 
trialized  market  economies,  provides  a  useful  forum  for  discussions  on 
questions  of  internal  economic  policies,  their  role  in  transmitting  economic 
influences  from  one  country  to  another,  and  their  relation  to  international 
economic  transactions. 

A  step  toward  intensified  use  of  the  OECD  forum  for  such  discussions 
was  taken  recently  when  the  Executive  Committee  of  the  Organization  met 
for  the  first  time  at  higher  political  levels  than  befcxr  (Executive  Commit¬ 
tee  New  Style)  to  discuss  new  fields  for  possible  cooperation.  Just  how  the 
focus  of  this  area  of  international  cooperation  will  be  delineated  remains  to 
be  worked  out,  since  it  is  not  always  pxMsible  to  distinguish  the  matters  that 
clearly  belong  in  the  international  monetary  or  trade  sphere  from  those 
relating  primarily  to  internal  policies.  In  particular,  this  latter  area  overlaps 
with  nontariff  barriers  which  affect  international  trade  and  also  with  ca{Mtal 
controls  related  to  the  monetary  adjustment  process.  Among  the  questions 
likely  to  fall  within  the  purview  of  this  area,  however,  are  those  concerned 
with  national  investment  policies,  including  policies  relating  to  multinational 
corporations. 

At  its  recent  meeting,  the  OECD  Executive  Committee  New  Style  agreed 
to  explore  possible  forms  of  cooperation  on  national  policies  affecting  invest¬ 
ment.  Such  policies  are  a  particularly  sensitive  concern  of  all  governments, 
representing  an  area  where  national  interests  can  conflict.  By  subsidizing 
or  otherwise  encouraging  some  industries  and  not  others,  governments 
can  affect  the  pattern  of  domestic  production  and  international  trade. 
Investment  policies  can  thus  be  used  to  some  extent  as  substitutes  for 
trade  policy  measures.  The  use  of  either  may  distent  relative  prices  and  cause 
a  less  than  optimal  allocation  of  world  resources.  Althou^  subsidies  and 
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trade  restrictions  can  influence  the  location  of  production  in  similar  ways, 
subsidies  affect  adversely  the  terms  of  trade  of  the  country  giving  them, 
while  trade  barriers  such  as  tariffs  can  shift  the  terms  of  trade  in  favor  of 
the  country  which  imposes  them. 

Subsidies  are  not  the  only  internal  policy  measure  affecting  investment, 
production,  and  trade.  Other  frequently  used  policy  tools  are  taxes,  antitrust 
policies,  regulatory  policies,  patent  policies,  and  government  procurement 
policies.  There  is  a  need  to  explore  cooperatively  the  fX)ssibility  of  limiting 
the  use  of  such  policies  where  they  severely  affect  other  countries. 

Another  field  of  investment  policy  open  to  conflict  among  national  in¬ 
terests  is  the  matter  of  rules  governing  the  ownership  of  capital,  including 
land,  productive  facilities,  and  financial  assets.  No  nation  would  readily 
surrender  the  right  to  implement  such  rules,  but  every  nation  has  an  in¬ 
terest  in  protecting  its  citizens  from  arbitrary  treatment  by  other  govern¬ 
ments.  Considerable  cooperation  in  this  area  has  already  been  achieved  by 
the  OECD,  in  particular  in  promulgating  the  Code  of  Liberalization  of  Capi¬ 
tal  Movements.  Further  progress  would  increase  both  efficiency  and  fairness 
in  international  economic  relations. 

Another  item  of  common  interest  in  the  investment  area  is  the  multi¬ 
national  corporation.  Multinational  corporations  transmit  capital,  tech¬ 
nology,  and  management  skills  from  one  country  to  another.  Their  ability 
to  manage  resources  in  an  international  rather  than  a  national  market  has 
tended  to  improve  the  overall  efficiency  of  the  world  economy.  Because  their 
operations  extend  beyond  the  boundaries  of  any  single  nation,  however,  a 
number  of  jurisdictional  questions  arise,  and  with  increasing  frequency  these 
corporations  are  believed — rightly  or  wrongly — to  affect  a  country’s  ability  to 
pursue  and  achieve  its  domestic  economic  objectives.  Moreover,  multina¬ 
tional  corporations  personalize  what  would  otherwise  seem  to  be  impersonal 
market  forces  that  transmit  the  impact  of  economic  decisions  from  one 
country  to  another.  For  this  reason,  these  corporations  tend  to  become  a 
focal  point  for  problems  faced  by  national  governments  as  a  consequence 
of  the  growing  economic  interdependence  among  nations. 

The  OECD  may  also  seek  to  work  out  cooperative  arrangements  on  such 
questions  as  regional  policies,  industrial  policies,  agricultural  policies,  gen¬ 
eral  adjustment  policies,  regulations  governing  financLU  markets,  and  prin¬ 
ciples  of  taxation. 

Industrialized  and  Developing  Economies 

One  of  the  important  objectives  of  reform  is  to  create  a  more  stable  and 
mutually  beneficial  framework  for  economic  relations  between  developed 
and  developing  countries.  Both  groups  of  countries  can  benefit  from  reduc¬ 
ing  the  degree  of  arbitrariness  in  national  decisions  affecting  international 
trade,  investment,  and  aid.  The  approaching  negotiations  provide  an  oppor¬ 
tunity  for  mutual  commitments  that  will  serve  the  common  interest  and 
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can  facilitate  achievement  of  the  commonly  accepted  goal  of  reducing  the 
global  gap  in  economic  prosperity. 

Developed  and  developing  coimtries  are  dependent  on  each  other  in  many 
ways.  Developing  economies  are  the  source  of  a  substantial  proportion  of  the 
raw  materials  used  by  the  industrialized  economies,  and  increasingly  the 
source  of  manufactures  involving  labor-intensive  production  methods  as  well. 
On  the  other  hand,  industrialized  economies  are  the  source  of  much  of  the 
capital  equipment,  technology,  management  skills,  and  financial  c£q)ital 
needed  by  the  developing  countries  to  increase  their  production  capabilities 
and  provide  the  basis  for  long-term  diversification  of  their  econc«nies. 

Most  developing  countries  are  members  of  the  International  Monetary 
Fund.  They  are  represented  by  nine  members  on  the  Committee  of  Twenty, 
which  is  mapping  out  a  reform  of  the  international  monetary  system.  This 
participation  should  help  assure  that  the  new  rules  will  work  effectively  on  a 
global  basis  and  will  give  due  weight  to  the  needs  of  the  developing 
countries. 

For  developing  countries,  exports  not  only  provide  most  of  their  foreign 
exchange,  but  are  also  an  important  means  of  achieving  economies  of  large 
scale  production  in  many  industries.  In  order  to  increase  their  opportunities 
for  trade,  the  United  States  supports  the  general  reduction  of  tariff  barriers 
in  industrial  countries  to  experts  of  developing  countries.  The  United  States 
is  also  actively  encouraging  the  full  participation  of  these  countries  in  the 
approaching  trade  negotiations.  The  agenda  for  the  negotiations,  including 
such  items  as  the  reduction  of  nontariff  barriers  and  the  imposition  of  safe¬ 
guards,  covers  matters  of  even  greater  concern  to  these  countries  than  tariff 
questions.  But  their  influence  on  the  outcome  of  the  negotiations  will  also  be 
greater  if  countries  which  are  not  currently  members  of  the  GATT  are  will¬ 
ing  to  accept  the  obligations  of  GATT  membership.  The  conunitment  to  this 
framework  of  rules  and  obligations  would  help  to  ensure  developing  coim- 
tries  against  arbitrary  action  by  others.  An  obligation  to  avoid  highly  com¬ 
plex  and  discretionary  nontariif  barriers  could  also  improve  the  efficiency 
of  their  own  planning  efforts  and  facilitate  trade  with  each  other,  which 
has  been  declining  in  relative  importance  for  many  years. 

The  efficient  transfer  of  capital  from  developed  to  developing  countries 
is  another  important  objective  of  a  well-functioning  international  economic 
system.  Such  transfers  of  capital  are  desirable  because  they  make  available 
to  developing  countries  more  resources  for  investment,  as  well  as  giving 
them  access  to  new  production  and  management  techniques.  In  recent  years, 
there  has  been  a  reduction  in  the  relative  imp>ortance  of  bilateral  economic 
assistance  and  increased  reliance  on  the  multilateral  development  banks  as 
channels  of  public  aid.  Loans  by  these  institutions  have  almost  doubled  in 
the  5-year  period  from  1968  through  1972,  and  U.S.  contributions  have  also 
increased  substantially.  At  the  same  time,  U.S.  bilateral  economic  assistance 
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has  declined  slightly.  Private  capital  flows  from  developed  to  developing 
countries  have  also  continued  to  expand  at  a  rapid  rate,  nearly  doubling 
during  the  5-year  period  from  1967  through  1971,  the  last  year  for  which 
data  are  available.  The  size  of  these  private  flows  makes  it  increasingly  de¬ 
sirable  to  create  arrangements  which  assure  developing  countries  that 
such  investments  contribute  to  their  economic  advancement  and  assure 
developed  countries  that  their  investments  will  not  be  treated  arbitrarily. 
Such  arrangements  should  include  internationally  accepted  standards  and 
procedures  for  the  settlement  of  disputes. 

Market  and  Centrally  Planned  Economies 

Trade  and  monetary  relations  between  market  economies  and  centrally 
planned  economies  have  been  carried  on  outside  the  framework  of  the  multi¬ 
lateral  trade  and  payments  system,  generally  on  the  basis  of  bilateral  trade 
agreements.  These  agreements  may  sometimes  specify  the  quantities  and 
prices  of  commodities  to  be  exchanged.  More  often  they  are  more  open-ended, 
providing  only  a  set  of  ground  rules  for  trade  contracts  negotiated  between 
individual  state  trading  companies  and  private  Arms. 

Trade  between  market  and  centrally  planned  economies  can  be  advanta¬ 
geous  for  both  sides,  and  with  a  relaxation  of  political  tensions  this  trade  can 
be  expected  to  grow  significantly.  In  the  past  the  United  States  has  engaged 
in  less  trade  with  the  centrally  planned  economies  than  has  western  Europe. 
Recently,  however,  the  United  States  has  taken  a  number  of  steps  to  expand 
its  trade  with  these  countries;  among  such  moves  have  been  the  signing  of 
trade  agreements  with  the  Soviet  Union  and  Poland  and.  the  elimination  of 
the  embargo  on  bilateral  trade  with  the  People’s  Republic  of  China. 

Trade  with  the  Soviet  Union  is  likely  to  grow  particularly  fast.  The 
Soviet  Union  has  laige  quantities  of  raw  materials  and  fuels,  many  of  which 
are  beginning  to  be  in  short  supply  in  the  United  States.  On  the  other  hand, 
the  Soviet  Union  has  a  large  import  requirement  for  food  and  for  manufac¬ 
tured  products  that  dep>end  on  advanced  technology.  The  United  States  can 
supply  both. 

The  particular  characteristics  of  the  centrally  planned  economies  will  re¬ 
quire  the  development  of  special  rules  as  trade  between  them  and  the  market 
economies  expands.  In  trade  among  market  economies,  bilateral  settlement 
of  claims  has  been  abandoned  in  favor  of  a  multilateral  settlement 
system.  Since  few  of  the  centrally  planned  economies  are  part  of  this  multi¬ 
lateral  payments  system,  special  arrangements  will  have  to  be  made  to 
assure  that  settlements  of  net  balances  will  be  effected. 

For  trade  among  market  economies,  rules  have  also  been  developed  to 
prevent  excessive  disruption  of  domestic  production  and  trade  with  third 
countries  by  large  and  rapid  shifts  in  trade  patterns.  As  trade  with  the 
centrally  planned  economies  grows,  it  may  be  necessary  to  develop  sunilar 
niles  to  prevent  sudden  disruption  not  only  of  economic  activity  within 
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individual  market  economies,  but  also  of  trade  patterns  among  the  maiket 
economies. 

Finally,  it  is  important  to  ensure  that  commercial  disputes  are  settled 
amicably  and  are  not  allowed  to  spread  into  the  political  sphere.  In  trade 
among  market  economies,  contracts  are  usually  made  between  individual 
firms,  and  whatever  disputes  arise  are  settled  through  the  respective  courts 
in  a  manner  that  is  usually  acceptable  to  both  parties.  In  trade  with  cen¬ 
trally  planned  economies,  the  fact  that  one  of  the  parties  to  any  trade  con¬ 
tracts  is  the  state  can  create  special  proUems  with  respect  to  the  settlement 
of  disputes. 

In  anticipation  of  some  of  the  possible  problems  that  a  rapid  expansion 
of  trade  could  give  rise  to,  the  recent  trade  agreement  between  the  United 
States  and  the  Soviet  Union  included  these  provisions: 

1.  The  creation  of  a  joint  U.S.-U.S.S.R.  CtHnmercial  Commission  to  re¬ 
solve  difficulties  arising  at  the  government  level. 

2.  A  procedure  for  guarding  against  market  disruptions.  Under  it,  after 
consultation,  the  U.S.S.R.  will  not  ship  products  to  the  United  States  which 
the  U.S.  Government  has  advised  will  “cause,  threaten,  or  contribute  to  dis¬ 
ruption  of  its  domestic  market.” 

3.  An  arbitration  agreement  which  encourages  the  settlement  of  ctxnmer- 
cial  disputes  by  arbitration  in  a  country  other  than  the  Soviet  Union  or  the 
United  States  under  the  Arbitration  Rules  of  the  Economic  Commission 
for  Europe,  a  United  Nations  agency.  The  U.S.-Soviet  trade  agreement  sdso 
provides  for  the  reciprocal  extension  of  credit  facilities,  nondiscriminatory 
tariff  treatment  of  each  other’s  imports,  the  establishment  of  commercial 
offices  in  the  two  countries,  the  availability  of  business  facilities,  and  the 
settlement  of  the  World  War  II  lend-lease  debt  owed  the  United  States  by 
the  U.S.S.R. 

***** 

In  advancing  proposals  for  reform,  the  United  States  has  kept  in  mind 
the  necessity  of  building  on  commonly  accepted  principles.  Foremast  among 
these  principles  is  the  belief  that  an  open  exchange  of  goods,  services,  and 
capital  based  on  market  rdationships  can  benefit  all  countries.  Moreover, 
if  all  countries  are  to  remain  committed  to  freer  trade  and  investment,  the 
international  rules  must  give  everyone  a  chance  to  share  in  the  benefits. 
Recent  experience  has  shown  the  need  for  certain  reforms  in  current  rules 
and  practices.  The  rules  should  more  explicitly  define  international  stand¬ 
ards  of  conduct  and  yet  provide  greater  flexibility  in  the  means  of  dis¬ 
charging  these  international  responsibilities.  Also,  the  various  aspects  of  the 
international  economic  system  dealing  with  monetary,  trade  and  investment 
questions  should  be  better  related  to  each  other.  Lastly,  any  stable  and  well¬ 
functioning  international  economic  system  must  rest  upon  sound  domestic 
policies  to  promote  domestic  growth  and  price  stability  in  the  major  countries. 
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SUPPLEMENT  TO  CHAPTER  2 

Description  of  the  1972  Controls  Program 

The  regulations  that  spelled  out  the  Economic  Stabilization  Program 
(ESP)  in  1972  covered  hundreds  <rf  p>ages.  Quarterly  Reports  of  the  Cost 
of  Living  Council  describe  the  program  fully.  Here  the  discussion  includes 
only  the  principal  elements  which  explain  the  general  character  of  the 
system. 

The  system  began  on  August  15,  1971,  with  an  initial  freeze  affecting 
nearly  all  wages,  prices,  and  rents  and  lasting  90  days.  One  of  the  main  pur¬ 
poses  of  the  freeze  was  to  permit  the  development  of  a  more  durable,  although 
still  temporary,  program  without  giving  prices  and  wages  a  chance  to  nm 
away  in  anticipation  of  the  new  program. 

The  Phase  II  program  was  announced  on  October  7  to  succeed  the 
freeze  on  November  14,  1971.  The  initial  design  of  the  system  and  the 
modifications  to  it  during  1972  were  made  in  accordance  with  a  few 
general  themes: 

1.  The  success  of  the  system  would  depend  primarily  upon  volimtary  sup¬ 
port.  The  standards  of  the  program  and  their  application  had  to  be  regarded 
as  fair  and  reasonable  so  that  the  great  voluntary  support  which  came  forth 
when  the  program  began  could  be  preserved.  To  achieve  this  result  it  was 
desirable  that  price  and  wage  controls  should  not  be  imposed  unilaterally  on 
the  economy  by  the  Government  but  that  representatives  of  the  private  sec¬ 
tor  should  participate  in  the  system’s  development. 

2.  The  system  would  operate  in  circumstances  where  the  expansion  of 
output  and  employment  would  be  a  major  national  objective.  Price  and 
wage  controls  should  not  interfere  with  that  expansion. 

3.  The  controls  were  intended  to  be  temporary.  S(xne  standards  and 
procedures  that,  if  permanent,  could  not  be  tolerated  from  an  equity  stand¬ 
point  would  be  tolerable  and  accepted  if  temporary.  Similarly,  elements  of 
the  system  that,  if  they  were  permanent,  might  have  serious  adverse  econ<Mnic 
effects  would  be  much  less  harmful  if  retained  for  a  limited  period.  The 
complexities  and  refinements  of  standards  and  the  magnitude  adminis¬ 
trative  apparatus  which  m^ht  be  necessary  in  a  permanent  system  could 
be  minimized  in  a  temporary  one.  However,  the  temporary  system  had  to 
be  designed  to  avoid  a  price  upsurge  once  the  controls  were  removed  or 
relaxed. 
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SUPPLEMENT  TO  CHAPTER  2 

Description  of  the  1972  Controls  Program 

The  r^ulations  that  spelled  out  the  Economic  Stabilization  Program 
(ESP)  in  1972  covered  hundreds  of  pages.  Quarterly  Reports  of  the  Cost 
of  Living  Council  describe  the  program  fully.  Here  the  discussion  includes 
only  the  principal  elements  which  explain  the  general  character  of  the 
system. 

The  system  began  on  August  15,  1971,  with  an  initial  freeze  affecting 
nearly  all  wages,  prices,  and  rents  and  lasting  90  days.  One  of  the  main  pur¬ 
poses  of  the  freeze  was  to  permit  the  development  of  a  more  durable,  although 
still  temporary,  program  without  giving  prices  and  wages  a  chance  to  run 
away  in  anticipation  of  the  new  program. 

The  Phase  II  program  was  announced  on  October  7  to  succeed  the 
freeze  on  November  14,  1971.  The  initial  design  of  the  system  and  the 
modifications  to  it  during  1972  were  made  in  accordance  with  a  few 
general  themes: 
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2.  The  system  would  operate  in  circiunstances  where  the  expansion  of 
output  and  employment  would  be  a  major  national  objective.  Price  and 
wage  controls  should  not  interfere  with  that  expansion. 

3.  The  controls  were  intended  to  be  temporary.  Some  standards  and 
procedures  that,  if  permanent,  could  not  be  tolerated  from  an  equity  stand¬ 
point  would  be  tolerable  and  accepted  if  temporary.  Similarly,  elements  of 
the  system  that,  if  they  were  permanent,  mi^t  have  serious  adverse  economic 
effects  would  be  much  less  harmful  if  retained  for  a  limited  period.  The 
complexities  and  refinements  of  standards  and  the  magnitude  of  adminis¬ 
trative  apparatus  which  might  be  necessary  in  a  permanent  system  could 
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among  the  industrialized  market  eaxiomiet  as  a  result  of  the  high  degree  of 
economic  integration  among  them.  The  second  focuses  on  the  various  di¬ 
mensions  of  the  monetary,  trade,  investment,  and  economic  assistance  rela¬ 
tionships  between  developed  and  developing  economies.  The  third  looks  at 
the  problems  that  may  arise  as  economic  relationships  exp>and  between  cen¬ 
trally  planned  economies  and  the  rest  of  the  world. 

Domestic  Policies  Affecting  Trade  and  Investment 

International  monetary  and  trade  rules  are  focused  on  measures  affect¬ 
ing  the  flow  of  goods  and  financial  assets  across  national  borders.  They 
do  not,  on  the  whole,  touch  upon  internal  policy  measures  which  are  not 
directed  to  international  transactions  as  such  but  which  nevertheless  affect 
the  international  location  of  eccmomic  activity.  In  an  integrated  world  econ- 
(xny,  however,  measures  taken  in  one  country  may  have  substantial  effects 
on  the  allocation  of  resources  in  other  countries,  and  conflict  among  policy 
objectives  of  various  countries  is  therefore  p>ossible.  These  interrelations 
have  reached  a  particularly  advanced  state  among  the  industrialized  market 
economies.  For  this  reason,  the  Organization  for  Economic  Cooperation  and 
Development  (OECD),  whose  membership  comprises  most  of  the  indus¬ 
trialized  market  economies,  provides  a  useful  forum  for  discussions  on 
questions  of  internal  economic  policies,  their  role  in  transmitting  economic 
influences  from  one  country  to  another,  and  their  relation  to  international 
economic  transactions. 

A  step  toward  intensified  use  of  the  OECD  forum  for  such  discussions 
was  taken  recently  when  the  Executive  Committee  of  the  Organization  met 
for  the  first  time  at  higher  political  levels  than  before  (Executive  Commit¬ 
tee  New  Style)  to  discuss  new  fields  for  possible  cooperatimi.  Just  how  the 
focus  of  this  area  of  international  cooperation  will  be  delineated  remains  to 
be  worked  out,  since  it  is  not  always  possible  to  distinguish  the  matters  that 
cleariy  belong  in  the  international  monetary  or  trade  sphere  from  those 
relating  primarily  to  internal  policies.  In  particular,  this  latter  area  overlaps 
with  nontariff  barriers  which  affect  international  trade  and  also  with  capntal 
controls  related  to  the  monetary  adjustment  process.  Among  the  questions 
likely  to  fall  within  the  purview  erf  this  area,  however,  are  those  concerned 
with  national  investment  policies,  including  policies  relating  to  multinational 
corporations. 

At  its  recent  meeting,  the  OECD  Executive  Committee  New  Style  agreed 
to  ex]rfore  possible  forms  of  cooperation  on  national  policies  affecting  invest¬ 
ment.  Such  {x>licies  are  a  particularly  sensitive  concern  of  all  governments, 
representing  an  area  where  national  interests  can  conflict.  By  subsidizing 
or  otherwise  encouraging  some  industries  and  not  others,  governments 
can  affect  the  pattern  of  domestic  production  and  international  trade. 
Investment  policies  can  thus  be  used  to  some  extent  as  substitutes  for 
trade  policy  measures.  The  use  of  either  may  distort  relative  prices  and  cause 
a  less  than  optimal  allocation  of  world  resources.  Although  subsidies  and 
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trade  restrictions  can  influence  the  location  of  production  in  similar  ways, 
subsidies  affect  adversely  the  terms  of  trade  of  the  country  giving  them, 
while  trade  barriers  such  as  tariffs  can  shift  the  terms  of  trade  in  favor  of 
the  country  which  imposes  them. 

Subsidies  are  not  the  only  internal  policy  measure  affecting  investment, 
production,  and  trade.  Other  frequently  used  policy  tools  are  taxes,  antitrust 
policies,  regulatory  policies,  patent  policies,  and  government  procurement 
policies.  There  is  a  need  to  explore  cooperatively  the  possibility  of  limiting 
the  use  of  such  policies  where  they  severely  affect  other  countries. 

Another  field  of  investment  policy  open  to  conflict  among  national  in¬ 
terests  is  the  matter  of  rules  governing  the  ownership  of  capital,  including 
land,  productive  facilities,  and  financial  assets.  No  nation  would  readily 
surrender  the  right  to  implement  such  rules,  but  every  nation  has  an  in¬ 
terest  in  protecting  its  citizens  from  arbitrary  treatment  by  other  govern¬ 
ments.  Considerable  cooperation  in  this  area  has  already  been  achieved  by 
the  OECD,  in  particular  in  promulgating  the  Code  of  Liberalization  of  Capi¬ 
tal  Movements.  Further  progress  would  increase  both  efficiency  and  fairness 
in  international  economic  relations. 

Another  item  of  common  interest  in  the  investment  area  is  the  multi¬ 
national  corp>oration.  Multinational  corptorations  transmit  capital,  tech¬ 
nology,  and  management  skills  from  one  country  to  another.  Their  ability 
to  manage  resources  in  an  international  rather  than  a  national  market  has 
tended  to  improve  the  overall  efficiency  of  the  world  economy.  Because  their 
op)erations  extend  beyond  the  boundaries  of  any  single  nation,  however,  a 
number  of  jurisdictional  questions  arise,  and  with  increasing  frequency  these 
corporations  are  believed — rightly  or  wrongly — to  affect  a  country’s  ability  to 
pursue  and  achieve  its  domestic  economic  objectives.  Moreover,  multina¬ 
tional  corp>orations  piersonalize  what  would  otherwise  seem  to  be  impwrsonal 
market  forces  that  transmit  the  imp)act  of  economic  decisions  from  one 
country  to  another.  For  this  reason,  these  corpwrations  tend  to  become  a 
focal  px)int  for  problems  faced  by  national  governments  as  a  consequence 
of  the  growing  economic  interdep)endence  among  nations. 

The  OECD  may  also  seek  to  work  out  coop)erative  arrangements  on  such 
questions  as  regional  policies,  industrial  policies,  agricultural  policies,  gen¬ 
eral  adjustment  policies,  regulations  governing  financial  markets,  and  prin¬ 
ciples  of  taxation. 

Industrialized  and  Developing  Economies 

One  of  the  important  objectives  of  reform  is  to  create  a  more  stable  and 
mutually  beneficial  framework  for  economic  relations  between  develop)ed 
and  developing  countries.  Both  groups  of  countries  can  benefit  from  reduc¬ 
ing  the  degree  of  arbitrariness  in  national  decisions  affecting  international 
trade,  investment,  and  aid.  The  approaching  negotiations  provide  an  oppor¬ 
tunity  for  mutual  commitments  that  will  serve  the  common  interest  and 
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can  facilitate  achievement  of  the  commonly  accepted  goal  of  reducing  the 
global  gap  in  economic  prosperity. 

Developed  and  developing  countries  are  dejiendent  on  each  other  in  many 
ways.  Developing  economies  are  the  source  of  a  substantial  proportion  of  the 
raw  materials  used  by  the  industrialized  economies,  and  increasingly  the 
source  of  manufactures  involving  labor-intensive  production  methods  as  well. 
On  the  other  hand,  industrialized  economies  are  the  source  of  much  of  the 
capital  equipment,  technology,  management  skills,  and  financial  capital 
needed  by  the  developing  countries  to  increase  their  production  capabilities 
and  provide  the  basis  for  long-term  diversificaticm  of  their  econc«nies. 

Most  developing  countries  are  members  of  the  International  Monetary 
Fund.  They  are  represented  by  nine  members  cwi  the  Committee  of  Twenty, 
which  is  mapping  out  a  reform  of  the  international  monetary  system.  This 
participation  should  help  assure  that  the  new  rules  will  work  effectively  on  a 
global  basis  and  will  give  due  weight  to  the  needs  of  the  developing 
countries. 

For  developing  countries,  exports  not  only  provide  most  of  their  foreign 
exchange,  but  are  also  an  important  means  of  achieving  economies  of  large 
scale  production  in  many  industries.  In  order  to  increase  their  opportunities 
for  trade,  the  United  States  supports  the  general  reduction  of  tariff  barriers 
in  industrial  countries  to  exports  of  developing  countries.  The  United  States 
is  also  actively  encouraging  the  full  participation  of  these  countries  in  the 
approaching  trade  negotiations.  The  agenda  for  the  negotiations,  including 
such  items  as  the  reduction  of  nontariff  barriers  and  the  imposition  of  safe¬ 
guards,  covers  matters  of  even  greater  concern  to  these  countries  than  tariff 
questions.  But  their  influence  on  the  outcome  of  the  negotiations  will  also  be 
greater  if  countries  which  are  not  currently  members  of  the  GATT  are  will¬ 
ing  to  accept  the  obligations  of  GATT  membership.  The  commitment  to  this 
framework  of  rules  and  obligations  would  help  to  ensure  developing  coim- 
tries  against  arbitrary  action  by  others.  An  obligation  to  avoid  highly  com¬ 
plex  and  discretionary  nontariff  barriers  could  also  improve  the  efficiency 
of  their  own  planning  efforts  and  facilitate  trade  with  each  other,  which 
has  been  declining  in  relative  importance  for  many  years. 

The  efficient  transfer  of  capital  from  developed  to  developing  countries 
is  another  important  objective  of  a  well-functioning  international  economic 
system.  Such  transfers  of  capital  are  desirable  because  they  make  available 
to  developing  countries  more  resources  for  investment,  as  well  as  giving 
them  access  to  new  production  and  management  techniques.  In  recent  years, 
there  has  been  a  reduction  in  the  relative  importance  of  bilateral  economic 
assistance  and  increased  reliance  on  the  multilateral  development  banks  as 
channels  of  public  aid.  Loans  by  these  institutions  have  almost  doubled  in 
the  5-year  {leriod  from  1968  through  1972,  and  U.S.  contributions  have  also 
increased  substantially.  At  the  same  time,  U.S.  bilateral  economic  assistance 
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has  declined  slightly.  Private  capital  flows  from  developed  to  developing 
countries  have  also  continued  to  expand  at  a  rapid  rate,  nearly  doubling 
during  the  5-year  period  from  1967  through  1971,  the  last  year  fcwr  which 
data  are  available.  The  size  of  these  private  flows  makes  it  increasingly  de¬ 
sirable  to  create  arrangements  which  assure  developing  countries  that 
such  investments  contribute  to  their  economic  advancement  and  assure 
developed  countries  that  their  investments  will  not  be  treated  arbitrarily. 

Such  arrangements  should  include  internationally  accepted  standards  and 
procedures  for  the  settlement  of  disputes. 

Market  and  Centrally  Planned  Economies 

Trade  and  monetary  relations  between  market  economies  and  centrally 
planned  economies  have  been  carried  on  outside  the  framework  of  the  multi¬ 
lateral  trade  and  payments  system,  generally  on  the  basis  of  bilateral  trade 
agreements.  These  agreements  may  sometimes  specify  the  quantities  and 
prices  of  commodities  to  be  exchanged.  More  often  they  are  more  open-ended, 
providing  only  a  set  of  ground  rules  for  trade  contracts  negotiated  between 
individual  state  trading  companies  and  private  Arms. 

Trade  between  market  and  centrally  planned  economies  can  be  advanta¬ 
geous  for  both  sides,  and  with  a  relaxation  of  political  tensions  this  trade  can 
be  expected  to  grow  significantly.  In  the  past  the  United  States  has  engaged 
in  less  trade  with  the  centrally  planned  economies  than  has  western  Europe. 

Recently,  however,  the  United  States  has  taken  a  number  of  steps  to  expand 
its  trade  with  these  countries;  among  such  moves  have  been  the  signing  of 
trade  agreements  with  the  Soviet  Union  and  Poland  and.  the  elimination  of 
the  embargo  on  bilateral  trade  with  the  People’s  Republic  of  China. 

Trade  with  the  Soviet  Union  is  likely  to  grow  particularly  fast.  The 
Soviet  Union  has  laige  quantities  of  raw  materials  and  fuels,  many  of  which 
are  beginning  to  be  in  short  supply  in  the  United  States.  On  the  other  hand,  ( 

the  Soviet  Union  has  a  large  import  requirement  for  food  and  for  manufac-  | 

tured  products  that  depend  on  advanced  technology.  The  United  States  can 
supply  both. 

The  particular  characteristics  of  the  centrally  planned  economies  will  re¬ 
quire  the  development  of  special  rules  as  trade  between  them  and  the  market 
economies  expands.  In  trade  among  market  economies,  bilateral  settlement 
of  claims  has  been  abandoned  in  favor  of  a  multilateral  settlement 
system.  Since  few  of  the  centrally  planned  economies  are  part  of  this  multi¬ 
lateral  payments  system,  s{)ecial  arrangements  will  have  to  be  made  to 
assure  that  settlements  of  net  balances  will  be  effected. 

For  trade  among  market  economies,  rules  have  also  been  developed  to 
prevent  excessive  disruption  of  domestic  production  and  trade  with  third 
countries  by  large  and  rapid  shifts  in  trade  patterns.  As  trade  with  die 
centrally  planned  economies  grows,  it  may  be  necessary  to  develop  similar 
rules  to  prevent  sudden  disruption  not  only  of  economic  activity  within 
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individual  maricet  econcxnies,  but  also  of  trade  patterns  among  the  mai^et 
economies. 

Finally,  it  is  important  to  ensure  that  commercial  disputes  are  settled 
amicably  and  are  not  allowed  to  spread  into  the  political  sphere.  In  trade 
among  market  economies,  contracts  are  usually  made  between  individual 
Arms,  and  whatever  disputes  arise  are  settled  through  the  respective  courts 
in  a  manner  that  is  usually  acceptable  to  both  parties.  In  trade  with  cen¬ 
trally  planned  economies,  the  fact  that  one  of  the  parties  to  any  trade  con¬ 
tracts  is  the  state  can  create  special  problems  with  respect  to  the  settlement 
of  disputes. 

In  anticipation  of  some  of  the  possible  problems  that  a  rapid  expansion 
of  trade  could  give  rise  to,  the  recent  trade  agreement  between  the  United 
States  and  the  Soviet  Unicai  included  these  provisiems: 

1.  The  creation  of  a  joint  U.S.-U.S.S.R.  Commercial  Commission  to  re¬ 
solve  difficulties  arising  at  the  government  level. 

2.  A  procedure  for  guarding  agaunst  market  disruptions.  Under  it,  after 
consultation,  the  U.S.S.R.  will  not  ship  products  to  the  United  States  which 
the  U.S.  Government  has  advised  will  “cause,  threaten,  or  contribute  to  dis¬ 
ruption  of  its  dcmiestic  market.” 

3.  An  arbitration  agreement  which  encourages  the  settlement  of  commer¬ 
cial  disputes  by  arbitration  in  a  country  other  than  the  Soviet  Union  or  the 
United  States  under  the  Arbitration  Rules  of  the  Economic  Commission 
for  Europe,  a  United  Nations  agency.  The  U.S.-Soviet  trade  agreement  also 
provides  for  the  reciprocal  extension  of  credit  facilities,  nondiscriminatory 
tariff  treatment  of  each  other’s  imports,  the  establishment  of  commercial 
offices  in  the  two  countries,  the  availability  of  business  facilities,  and  the 
settlement  of  the  World  War  II  lend-lease  debt  owed  die  United  States  by 
the  U.S.S.R. 

•  *  *  «  * 

In  advancing  proposals  finr  reform,  the  United  States  has  kept  in  mind 
the  necessity  of  building  on  commonly  accepted  principles.  Foremost  among 
these  principles  is  the  belief  that  an  <^n  exchange  of  goods,  services,  and 
capital  based  on  market  relationships  can  benefit  ail  countries.  Moreover, 
if  all  countries  are  to  remain  ccxnmitted  to  freer  trade  and  investment,  the 
international  rules  must  give  everyone  a  chance  to  share  in  the  benefits. 
Recent  experience  has  shown  the  need  for  certain  reforms  in  current  rules 
and  practices.  The  rules  should  more  expiiciUy  define  international  stand¬ 
ards  of  conduct  and  yet  provide  greater  flexibility  in  the  means  of  dis¬ 
charging  these  international  responsibilities.  Also,  the  various  aspects  of  the 
international  economic  system  dealing  with  monetary,  trade  and  investment 
questions  should  be  better  related  to  each  other.  Lastly,  any  stable  amd  well¬ 
functioning  international  economic  system  must  rest  up>on  sound  domestic 
policies  to  prcmiote  domestic  growth  and  price  stability  in  the  major  countries. 
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SUPPLEMENTS  TO  CHAPTERS  IN  THE  ANNUAL  REPORT 
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SUPPLEMENT  TO  CHAPTER  2 

Description  of  the  1972  Controls  Program 

The  regulations  that  spelled  out  the  Economic  Stabilization  Program 
(ESP)  in  1972  covered  hundreds  of  pages.  Quarterly  Reports  of  the  Cost 
of  Living  Council  describe  the  program  fully.  Here  the  discussion  includes 
only  the  principal  elements  which  explain  the  general  character  of  the 
system. 

The  system  began  cm  August  15,  1971,  with  an  initial  freeze  affecting 
nearly  all  wages,  prices,  and  rents  and  lasting  90  days.  One  of  the  main  pur¬ 
poses  of  the  freeze  was  to  permit  the  development  of  a  more  durable,  although 
still  temporary,  program  without  giving  prices  and  wages  a  chance  to  run 
away  in  anticipation  of  the  new  program. 

The  Phase  II  program  was  announced  on  October  7  to  succeed  the 
freeze  on  November  14,  1971.  The  initial  design  of  the  system  and  the 
modifications  to  it  during  1972  were  made  in  acccxdance  with  a  few 
general  themes: 

1.  The  success  of  the  system  would  depend  primarily  upon  volimtary  sup¬ 
port.  The  standards  of  the  program  and  their  application  had  to  be  regarded 
as  fair  and  reasonable  so  that  the  great  voluntary  support  which  came  forth 
when  the  program  began  could  be  preserved.  To  achieve  this  result  it  was 
desirable  that  price  and  wage  controls  should  not  be  imposed  unilaterally  on 
the  economy  by  the  Government  but  that  representatives  of  the  private  sec¬ 
tor  should  participate  in  the  system’s  development. 

2.  The  system  would  operate  in  circumstances  whe'T  the  expansion  of 
output  and  employment  would  be  a  major  national  oojective.  Price  and 
wage  controls  should  not  interfere  with  that  expansion. 

3.  The  controls  were  intended  to  be  temporary.  Smne  standards  amd 
procedures  that,  if  permanent,  could  not  be  tolerated  from  an  equity  stand¬ 
point  would  be  tolerable  and  accepted  if  temporary.  Similarly,  elements  of 
the  system  that,  if  they  were  permanent,  might  have  serious  adverse  econmnic 
effects  would  be  much  less  harmful  if  retained  for  a  limited  period.  The 
complexities  and  refinements  of  stsuidards  and  the  magnitude  adminis¬ 
trative  apparatus  which  might  be  necessary  in  a  permanent  system  could 
be  minimized  in  a  temporary  one.  However,  the  temporary  system  had  to 
be  designed  to  avoid  a  price  upsurge  once  the  controls  were  removed  or 
relaxed. 


143 


4.  The  controls  were  not  exp>ected  to  withstand  a  strong  pressure  of 
excess  demand  on  inelastic  supply  of  products  or  labor.  The  system,  in  its 
standards  and  administrative  mechanism,  did  not  contemplate  the  elabo¬ 
ration  and  force  that  would  have  been  needed  to  resist  excess  demand  pres¬ 
sure.  Moreover,  the  system  was  not  to  be  applied  in  some  of  the  main  areas 
where  increases,  if  they  did  occur,  would  result  from  demand  pressure — 
notably  farm  product  prices  and  market  interest  rates. 

ORGANIZATION  OF  THE  PROGRAM 

The  program  was  based  on  a  broad  grant  of  authority  originally  given 
to  the  President  (although  not  requested  by  him)  when  Congress  passed 
the  Economic  Stabilization  Act  in  August  of  1970.  This  authority  was  ex¬ 
tended,  with  a  number  of  qualifications,  some  of  which  will  be  referred 
to  below,  by  Public  Law  92-210  of  December  1971.  The  renewed  authority 
would  expire  on  April  30,  1973. 

The  President  delegated  his  authority  under  the  Act  to  the  Cost  of  Livihg 
Council  (CLC),  an  interagency  conunittee  at  Cabinet  level  chaired  by  the 
Secretary  of  the  Treasury.  The  CLC  in  turn  delegated  authority  for  major 
functions  under  the  Act  to  a  number  of  committees,  composed  mainly  of 
private  citizens.  The  involvement  of  private  citizens  was  intended  to 
bring  to  the  program  both  special  expertise  and  a  representation  of  the 
interests  of  diverse  segments  of  the  community.  (The  structure  b  depicted 
in  Chart  12.) 

The  CLC  retained  authority  to  set  objectives  of  the  program,  to  deter¬ 
mine  its  coverage,  and  to  assure  general  consistency  in  the  operation  of 
the  various  segments.  It  delegated  to  the  Price  Commission  and  to  the 
Pay  Board  authority  to  prescribe  standards  of  permissible  prices  and  em¬ 
ployee  com|)ensation  and  to  decide  on  the  application  of  these  standards 
in  particular  cases.  The  Price  Commission  consisted  of  seven  citizens 
including  a  full-time  chairman  and  was  assisted  by  a  staff  of  about  600.  The 
Pay  Board  initially  consisted  of  15  members,  five  each  from  labor,  manage¬ 
ment,  and  the  public.  In  March  1972  four  of  the  five  labor  members  with¬ 
drew,  in  disagreement  with  the  decision  made  in  the  Pacific  longshoremen’s 
case.  The  Pay  Board  was  then  reconstituted  to  consist  of  seven  members,  all 
representing  the  general  public  although  one  was  a  labor  leader  and  oile  was 
from  management.  By  the  time  this  revision  of  the  Board  occurred,  the  tri¬ 
partite  group  had  already  established  the  basic  pay  standards  and  procedures, 
which  continued  to  be  applied  by  the  n6w  Board  and  were  generally  ob¬ 
served  by  employers  and  employees.  The  Chairman  of  the  Pay  Board  served 
full  time  and  the  Board  had  a  staff  of  about  200. 

The  Construction  Industry  Stabilization  Committee  (CISC),  a  tripartite 
body,  was  established  in  March  1971  to  restrain  construction  costs, 
which  had  been  rising  rapidly  because  of  unusually  large  wage  increases. 
Although  CISC  was  established  prior  to  the  freeze  and  followed  procedures 
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Chart  12 


Organization  of  the  Economic 
Stabilization  Program  in  1972 


of  its  own  during  the  program,  it  operated  under  the  general  g^dance  and 
standards  of  the  Pay  Board. 

The  Price  Commission  was  advised  in  particular  areas  of  its  jurisdiction 
by  a  Rent  Advisory  Board  and  a  Retail  Advisory  Ckxnmittee.  Advisory  oxn- 
mittees  on  the  health  industry  and  on  State  and  local  governments  assisted 
both  the  Price  Commission  and  the  Pay  Board. 
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The  Economic  Stabilization  Act  required  that  mandatory  ceilings  be 
placed  upon  interest  rates,  when  necessary,  to  prevent  them  from  rising  at  a 
rate  which  would  interfere  with  orderly  economic  growth.  The  Cost  of 
Living  Council  found  that  the  behavior  of  interest  rates  was  not  such  as 
to  call  for  mandatory  ceilings  under  the  Act.  However,  as  a  part  of  the  Phase 
II  structure,  a  Committee  on  Interest  and  Dividends  was  established,  con¬ 
sisting  of  the  heads  of  the  chief  financial  agencies  in  Government  and 
chaired  by  the  Chairman  of  the  Board  of  Governors  of  the  Federal  Reserve 
System.  Its  role  was  to  enlist  voluntary  cooperation  of  lenders  and  corpora¬ 
tions  in  holding  down  institutionally  determined  interest  rates  and  dividends. 

The  field  operation  of  the  stabilization  program  consisted  mainly  of  provid¬ 
ing  information  on  the  regulations  and  checking  compliance  with  them. 
These  duties,  which  during  the  freeze  had  been  assigned  to  the  Office  of 
Emergency  Preparedness,  were  assigned  to  a  staff  from  the  Internal  Revenue 
Service  (IRS)  operating  under  the  policy  supervision  of  the  Director  of  the 
Cost  of  Living  Council.  For  the  public,  the  local  offices  of  the  IRS  were 
usually  the  point  of  contact  with  the  program. 

About  3,000  IRS  personnel  were  assigned  to  the  Economic  Stabilization 
Program  in  1972.  Including  them,  total  employment  in  the  program  was 
about  4,000.  In  contrast,  during  World  War  II,  60,000  people  had  been  em¬ 
ployed  in  controlling  prices.  During  the  Korean  war  the  number  was  about 
15,000. 

GOALS  AND  STANDARDS 

When  Phase  II  was  announced  in  October  1971,  the  Cost  of  Living  Coim- 
cil  set  an  interim  goal  of  getting  the  inflation  rate  down  to  2  to  3  percent 
by  the  end  of  1972.  Attainment  of  the  goal  would  be  measured  mainly  by 
the  consumer  price  index  (CPI),  the  most  familiar  of  all  price  indexes.  For 
a  certain  class  of  American  consumers,  namely  urban  wage  earners  and 
clerical  workers  and  their  families,  it  is  the  best  available  measure  of 
changes  in  the  average  prices  they  pay  for  the  things  they  buy,  although 
this  is  not  true  of  every  consumer. 

The  goal  would  be  measured  in  terms  of  the  consumer  price  index,  but 
the  calculations  leading  to  the  idea  that  the  goal  was  feasible,  and  to  the 
control  standards  by  which  it  was  to  be  achieved,  related  in  the  first  instance 
to  the  gross  national  product  (GNP)  deflator  for  the  priavte  economy.  The 
feasible  behavior  of  the  private  GNP  deflator  was  derived  from  estimates  of 
private  compensation  per  man-hour,  output  per  man-hour,  labor  costs  per 
unit  of  output,  and  the  relation  between  prices  and  unit  labor  costs.  Conver¬ 
sion  of  the  estimate  into  a  goal  for  the  CPI  rested  on  the  observation  that  over 
extended  jieriods  the  increases  in  the  CPI  and  the  private  GNP  price  deflator 
were  not  very  different.  Short-term  differences  resulted  mainly  from  the  be¬ 
havior  of  food  prices.  In  the  fall  of  1971,  when  the  goal  was  set,  food  prices 
were  not  expected  to  rise  rapidly  in  1972  and  cause  an  exceptional  rise  in  the 
CPI  relative  to  the  private  deflator.  As  it  turned  out,  the  rise  in  the  CPI  rela- 
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tive  to  the  rise  in  the  private  deflator  was  greater  in  1972  than  in  all  but  1 
year  since  1950. 

Setting  3  percent  as  the  upper  end  of  the  taiget  range  implied  a  deter¬ 
mination  to  reduce  the  rate  somewhat  below  what  would  have  been  c(xn- 
monly  considered  probable  in  the  absence  of  the  controls.  A  3-percent  in¬ 
flation  rate  would  be  a  reduction  by  half  from  the  peak  CPI  rate  reached 
in  1969  and  would  bring  the  rate  to  a  level  last  seen  in  1967. 

The  basic  standards  set  by  the  Pay  Board  and  the  Price  Commission  were 
intended  to  achieve  the  goal  set  by  the  Cost  of  Living  Council.  In  fact  for 
a  variety  of  reascms,  including  provisions  of  the  Economic  Stabilization  Act, 
as  amended,  these  baric  standards  were  modified  in  many  ways.  S<»ie  of 
these  qualifications  will  be  discussed  below.  Here  we  confine  ourselves  to  the 
logic  of  the  system  itself. 

The  Pay  Board  set  a  standard  for  jjermissible  pay  increases  of  5ya  percent 
per  year.  The  “normal”  rate  of  productivity  growth — the  trend  in  output  per 
man-hour — was  considered  to  be  about  3  percent  a  year.  If  total  labor  com- 
pensaticm  per  hour  rose  by  Sj/a  percent  on  the  average,  the  normal  rise  of 
labor  costs  per  unit  of  output  would  be  (approximately)  2)4  percent.  The 
baric  standard  for  prices  was  the  pass-through  of  costs — that  prices  would  be 
permitted  to  rise  in  the  same  proportion  as  costs.  In  the  calculation  of  costs, 
however,  allowance  would  be  made  for  the  normal  rise  of  productivity. 

Application  of  these  two  standards  together  would  limit  average  price  in¬ 
creases  in  the  controlled  sector  to  2)4  percent  if  the  system  was  closed,  that  is, 
if  all  costs  consisted  of  labor  or  purchased  supplies  whose  prices  were  gov¬ 
erned  by  the  same  standards.  However,  if  scmie  of  the  costs  of  the  cmitnflled 
sector  originated  outride  that  sector  and  rose  by  more  than  2)4  percent  a 
year,  the  prices  of  the  controlled  sector  would  also  rise  by  more  than  2)4 
p>ercent.  As  a  practical  matter,  the  controls  affected  purchases  originating 
in  the  domestic,  nonfarm,  nonfinancial  sector  of  the  economy,  a  sector  rep¬ 
resenting  about  90  percent  of  the  total. 

It  was  recognized  that  productivity  would  probably  rise  by  more  than 
the  3-percent  trend  rate  during  the  expansion  of  1971-72.  One  conse¬ 
quence  might  be  an  increase  in  the  share  of  the  value  erf  output  going  to 
profits  and  other  nonlabor  shares.  However,  since  the  labor  share  of  inoxne 
was  at  or  close  to  a  cyclical  high  point  when  the  control  system  began,  some 
movement  in  that  direction  seemed  ap^it^riate. 

Pay  standard.  The  5)4 -percent  pay  standard  was  modified  in  a  number 
of  respects,  all  of  which  raised  the  permissible  wage  increase ; 

1.  Increases  in  excess  of  5)4  percent,  scheduled  under  agreements  reached 
before  November  14,  1971,  could  go  into  effect  unless  specifically  disallowed 
by  the  Pay  Board.  With  some  exceptions,  payments  held  up  during  the  freeze 
were  permitted  to  be  made  retroactively  in  the  early  part  of  Phase  II. 

2.  Increases  in  excess  5)4  percent  would  be  allowed  in  order  to  correct 
a  gross  inequity  in  the  relation  between  the  pay  (rf  one  group  of  employees 
and  another  group  with  which  the  first  group  had  a  well-established  parity. 
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3.  During  the  first  year  of  Phase  II,  increases  beyond  5j/a  percent  were 
allowed  to  workers  whose  pay  had  increased  less  than  7  percent  a  year  in 
the  preceding  3  years. 

4.  Wage  increases  would  be  permitted  above  the  standard  if  they  were 
granted  as  part  of  an  incentive  program  designed  to  improve  productivity. 

5.  Congress  also  specified  that  certain  fringe  benefits  would  not  be  sub¬ 
ject  to  restraint  unless  they  were  “unreasonably  inconsistent  with  the  stand¬ 
ards  for  wage,  salary,  and  price  increases.”  To  implement  this  mandate, 
the  Pay  Board  decided  to  permit  increases  in  compensation  above  per¬ 
cent  equal  to  0.7  percent  of  compensation  when  in  the  form  of  (>ension, 
profit-sharing,  or  savings  plans,  thus  raising  the  standard  to  6.2  percent. 
Additional  increments  were  allowed  for  units  which  had  lagged  in  im¬ 
plementing  fringe  benefits  in  the  past. 

6.  The  Economic  Stabilization  Act  specifically  exempted  wages  paid  to 
individuals  whose  earnings  were  “substandard”  or  who  could  be  considered 
to  be  among  the  “working  poor.”  The  Cost  of  Living  Council  initially  de¬ 
cided  that  this  provision  exempted  all  wages  of  less  than  $1.90  an  hour. 
However,  in  July  a  Federal  court  agreed  with  the  contention  of  a  suing  labor 
union  that  the  $1.90  figure  was  inconsistent  with  the  intent  of  Congress.  The 
Cost  of  Living  Council  then  raised  the  exemption  level  to  $2.75  per  hour. 
At  this  level  more  than  40  percent  of  the  workers  in  the  private  nonfarm 
sector  were  estimated  to  be  exempt  from  coverage. 

Price  standard.  The  basic  price  standard,  as  already  noted,  provided  that 
prices  could  be  increased  in  the  same  proportion  as  allowable  costs.  There 
were,  however,  a  number  of  qualifications  to  this  standard. 

1.  In  the  calculation  of  costs  to  justify  price  increases,  the  nse  in  wage 
rates  was  to  be  discounted  by  the  rise  in  productivity  to  permit  calculation 
of  an  estimated  increase  in  labor  costs  per  unit  of  output.  The  productivity 
rise  used  for  this  purpose  was  at  first  calculated  by  each  firm  on  the  basis 
of  its  own  forecast  of  its  own  experience.  Thus,  if  the  actual  productivity  in¬ 
crease  exceeded  or  fell  short  of  the  calculated  rate,  the  actual  cost  increases 
might  be  less  or  more  than  the  costs  allowed  for  price  determination.  More¬ 
over,  beginning  in  April  1972  the  Price  Commission  required  that  instead 
of  using  their  own  estimates,  firms  should  compute  their  allowable  costs  by 
apfdying  productivity  factors  calculated  by  the  Price  Commission,  using 
data  developed  by  the  Bureau  of  Labor  Statistics  for  different  industries 
on  the  basis  of  1958-69  experience.  This  created  another  source  of  pK>s- 
sible  discrepancy  between  a  firm’s  actual  costs  and  the  costs  used  in  de¬ 
termining  its  permissible  prices;  but  the  change  gave  the  firm  a  greater 
incentive  to  improve  its  productivity. 

2.  Wholesale  and  retailing  firms  were  permitted  to  pass  through  in¬ 
creased  costs  of  merchandise,  but  there  was  no  provision  for  passing  through 
increases  in  operating  costs.  If  operating  costs  rose  by  a  larger  percentage 
than  merchandise  costs,  the  permitted  price  rise  would  not  be  as  large  in 
percentage  terms  as  the  total  cost  increase. 
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3.  When  a  material  with  a  particularly  vc^tile  price  ccmstituted  a  large 
part  of  a  firm’s  costs,  the  firm  was  permitted  to  raise  its  price  to  pass  through 
an  increase  in  that  cost  without  notifying  the  Price  Commissirm  in  advance, 
even  though  the  firm’s  size  would  otherwise  require  prenotificaticHi.  How¬ 
ever,  if  the  firm  operated  under  the  volatile  pricing  rule  it  mi^t  raise  its 
price  only  by  the  absolute  dollar-and-cents  amoimt  of  the  cost  increase,  not 
by  the  percentage  of  the  cost  increase.  It  also  had  to  reduce  its  price  corre¬ 
spondingly  when  the  volatile  cost  declined. 

4.  Many  large,  multiproduct  firms  operated  under  term  limit  pricing 
(TLP)  agreements  with  the  Price  Commissicxi.  These  agreements  specified 
a  maximum  percentage  by  which  the  firm  might  raise  the  average  of  all  its 
prices  during  a  period,  usually  a  year.  This  percentage  was  arrived  at  after 
consideration  of  the  firm’s  cost  increases,  and  the  arrangement  permitted  the 
firm  to  raise  the  price  of  a  particular  product  without  notifying  the  Price 
Commission.  Such  TLP  agreements  as  negotiated  were  subject  to  a  maxi¬ 
mum  limit,  which  was  initially  2.0  percent  and  was  subsequently  reduced  to 
1.8  percent.  They  also  commonly  specified  a  maximum  increase  permitted 
for  any  single  product  or  product  line.  Thus  a  common  agreement  might 
permit  a  firm  to  increase  the  average  of  all  of  its  prices  by  1.5  percent  but 
not  to  increase  any  single  price  by  more  than  8  percent;  many  firms  found 
this  latter  rule  the  most  restrictive.  The  rationale  of  the  TLP  system  was 
that,  in  exchange  for  flexibility  and  relief  from  red  tape,  firms  would  agree 
to  smaller  price  increases  than  they  might  have  been  able  to  justify  by  costs 
on  a  case-by-case  basis. 

5.  The  Price  Ckxnmission  usually  did  not  recognize,  for  purposes  of  price 
determination,  labor  cost  increases  in  excess  of  5^4  percent,  even  though 
these  might  have  been  approved  by  the  Pay  Board. 

6.  Even  if  otherwise  justified,  price  increases  were  not  permitted  where 
the  firm’s  profit  margin  (profits  as  a  percentage  sales)  exceeded  the 
average  profit  margin  of  the  best  2  of  the  3  fiscal  years  preceding  August  15, 
1971.  The  main  purpose  of  this  rule  was  to  provide  a  safeguard  against 
the  unavoidable  difficulties  of  estimating  unit  costs  in  advance,  or  even 
checking  them  after  the  fact,  especially  for  multiproduct  firms.  In  this  sit- 
uaticm  there  might  be  a  tendency  for  firms  to  overestimate  their  costs,  and 
effective  monitoring  would  be  impossible.  The  profit-margin  test  provided 
a  simple  means  of  limiting  any  slippage  resulting  from  imperfect  apf^- 
cation  of  the  other  tests.  It  did  not  appdy  to  a  firm  which  had  not  raised 
its  prices  above  the  levels  of  the  baue  period,  usually  defined  as  the  30  days 
preceding  the  freeze  of  August  15, 1971. 

THE  FIRM-BY-FIRM  APPROACH 

•  An  important  and  unusual  feature  of  the  1971-72  price-wage  control 
system  is  that  die  unit  of  control  was  the  firm,  or  in  stxne  cases  the  collec¬ 
tive  bargaining  unit,  rather  than  the  product  or  occupation.  That  is,  the 
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Price  Commission  did  not  set  a  price  ceiling  for  each  covered  product — 
men’s  white  button-down  shirts  (rf  certain  sf>ecifications,  for  example — 
which  applied  to  all  sellers  of  that  product.  Instead  it  laid  down  rules  for 
determining  the  ceiling  price  of  each  product  sold  by  a  particular  firm — or, 
where  the  TLP  applied,  the  average  price  of  all  the  products  sold  by  that 
firm. 

This  system  had  the  great  advantage  that  each  firm  could  compute  its 
permissible  prices  for  itself  from  information  available  in  its  own  accounts, 
aside  from  the  sector  productivity  factor  published  by  the  Price  Commissica 
and  the  overall  TLP  terms,  which  were  applicable  to  a  relatively  small 
number  of  firms.  Firms  did  not  have  to  wait  for  price  determinations  by 
the  control  i^ncy,  although  the  larger  firms  had  to  have  approval  of  their 
calculations.  This  do-it-yourself  approach  to  price  control  was  the  only  way 
to  get  the  system  into  operation  quickly  and  then  keep  it  in  operation  with¬ 
out  a  large  Government  staff  to  determine  the  ceilings.  Moreover,  it  gave 
recognition  to  differences  among  products  and  firms  that  the  market  recog¬ 
nized  but  that  could  hardly  be  taken  into  accoimt  in  price-control  regula¬ 
tions. 

On  the  other  hand,  the  hrm-by-firm  approach  contained  a  number  of 
actual  or  potential  difficulties.  Customers  and  enforcement  officers  were  un¬ 
able  to  tell  what  a  firm’s  ceiling  price  was  without  study  of  the  firm’s  books. 
In  some  cases  it  froze  a  price  relation  among  firms  which  for  some  transitory 
reason  existed  in  the  base  period  but  which  would  be  unfair  or  inefficient 
if  continued  for  long.  Since,  with  some  exceptions,  a  firm’s  ceiling  prices 
would  depend  on  its  own  costs,  the  pressure  to  hold  down  costs  would  be 
weakened.  If  the  product  in  question  were  scarce,  a  situation  mi^t  emerge 
in  which  it  carried  different  prices  simultaneously  in  the  market,  and  which 
created  problems  of  fairness  and  efficiency  in  allocation.  These  difficulties 
were  not  expected  to  become  pervasive,  however,  as  long  as  excess  demand 
and  shortages  were  not  common  and  as  long  as  the  controls  were  considered 
to  be  temporary.  Competition  would  tend  to  establish  a  one-price  system, 
even  if  ceiling  prices  differed  among  firms;  for  that  reason,  and  also  out  of 
regard  for  what  would  happen  when  controls  ended,  companies  could  not  be 
complacent  about  increases  in  their  costs. 

The  application  of  the  pay  standards  on  a  hrm-by-firm  basis  or  on  the 
basis  of  individual  baigaining  units  could  raise  similar  problems.  However, 
the  factors  determining  permissible  pay  increases  were  more  uniform  among 
firms  than  the  factors  determining  permissible  price  increases,  and  they  were 
less  likely  to  produce  distortions.  Moreover,  the  standards  of  the  Pay  Board 
made  more  explicit  provision  for  preserving  customary  relations  among 
groups  of  employees. 

COVERAGE  AND  ADMINISTRATION 

The  Phase  II  program  was  initially  very  comprehensive  in  its  coverage, 
measured  either  by  the  number  of  ecmomic  units  or  by  the  proportions  of 
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the  value  of  output  and  income  to  which  it  applied.  During  1972  the  num¬ 
ber  of  economic  units  covered  was  substantially  reduced,  but  the  proportion 
of  the  value  of  output  covered  remained  large. 

The  system  applied  directly  to  the  prices  of  goods  and  services,  including 
residential  rents,  and  to  employee  compensation,  including  the  compensa¬ 
tion  of  executives.  It  applied  indirectly  to  profit  rates  through  the  control 
of  the  relation  between  costs  and  prices  and  through  the  profit-margin  rule, 
and  it  applied  to  rental  income  on  residential  property  in  the  same  way. 
Interest  rates  and  dividends  were  the  object  of  a  voluntary  restraint  program. 

The  most  important  exempt  sector  was  agriculture  (defined  to  include 
fisheries  and  forests).  Initially  farm  products  were  exempt  at  all  stages 
distribution  as  long  as  they  were  improcessed.  Thus  lettuce  in  a  retail  store 
was  exempt  from  price  control.  In  June  the  exemption  was  narrowed  to 
only  the  first  sale  at  the  farm.  However,  since  the  percent  increase  in  farm 
prices  for  all  types  of  products  could  be  passed  through  at  the  subsequent 
stages,  this  modification  amounted  to  control  of  die  processing  and  distribu¬ 
tion  margins  rather  than  control  of  the  farm  prices. 

Farm  product  prices  were  exempted  because  they  did  not  conform  to 
the  pattern  upxm  which  the  controls  system  was  based.  The  thecxy  of  the 
controls  system  was  that  the  price  increases  to  \^ch  it  was  directed,  both 
occurring  and  in  prospect,  were  not  “equilibrating”;  that  is,  they  were  not 
price  increases  necessary  to  elicit  more  production  or  to  distribute  a  short 
supply.  In  fact,  in  many  cases  where  supply  could  be  quickly  expanded,  there 
would  be  more  demanded  and  therefore  produced  if  prices  did  not  rise.  These 
price  increases  could  therefore  be  repressed  without  creating  shortages.  Farm 
prices,  however,  are  determined  in  highly  competitive  markets,  and  they 
adjust  continually  to  equate  the  quantities  demanded  and  supplied.  To 
repress  the  price  increases  in  those  markets  would  create  shortages  and 
rather  than  increase  supply  would  probably  reduce  it.  Similar  reasoning 
justified  exemption  of  market  interest  rates,  prices  of  financial  assets,  and 
prices  of  imports.  Prices  of  exports  were  exempted  because  they  did  not 
enter  into  the  price  level  confronting  American  consumers. 

Pay  scales  of  the  Federal  Government  and  prices  charged  by  it  were 
exempted  with  the  understanding  that  other  means  would  be  used  to  keep 
these  wages  and  prices  consistent  with  the  goals  of  the  stabilization  pro¬ 
gram.  A  number  of  less  important  categories  were  exempted  for  adminis¬ 
trative  reasons. 

Within  the  controlled  area,  firms  and  bargaining  units  were  divided  for 
purposes  of  administration  into  three  categories  or  tiers  on  the  basis  of  size 
(Table  32).  Although  the  same  standards  of  price  and  wage  behavior 
applied  on  all  tiers,  the  large  economic  units  were  subjected  to  closer  surveil¬ 
lance  than  the  smaller  ones,  but  not  because  the  large  units  were  believed 
likely  to  be  more  “inflationary”  than  small  ones.  There  were  two  main  reasons 
for  this  decision.  First,  an  administrative  staff  of  a  given  aze  could  observe 
a  given  vc^ume  of  economic  activity  more  effectively  by  watching  a  few 
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large  companies  than  by  watching  many  small  ones.  Second,  close  scrutiny 
of  a  part  of  the  market  was  believed  likely  to  yield  better  control  than  loose 
scrutiny  of  all  of  it,  the  reasoning  being  that  the  behavior  of  the  closely 
watched  f>art  would  discipline  the  behavior  of  the  others  because  of  com¬ 
petitive  pressures. 


Table  32. — Classification  oj  firms  and  workers  in  Economic  Stabilization  Program  * 


TItr 

Firm 

Employaaa 

1  PranotHication  of  wago  or  prica  in- 
craasat;  quartarly  raporting  of 
prica,  am,  profib 

Salaa  of  $100  million  and  ovar  (1,700 
flrma,  45  parcant  of  aalaa) 

Waga  unib  of  5,000  or  moro  work- 
ora  (15  parcant  of  total) 

II  Raporting  of  incroaaas;  quarterly  ra- 
poiting  of  prica,  ulas,  profib 

Salaa  of  $50  mlHIon  to  $100  million 
(1,700  lirma,  5  parcant  of  ulaa) 

Waga  unlb  of  1,000  to  5,000  work- 
ora  (6  parcant  of  total) 

III  No  roporting;  subjact  to  ESP  ragula- 
tiona  and  nranitoring 

Saloa  of  laaa  than  $50  million  (1.5  mil¬ 
lion  anterpriaaa,  25  parcant  of  aalaa) 

Othar  workara  (29  parcant  of  total) 

I  At  of  tho  ond  of  1972  exomptions  htd  boon  grantod  to  6.S  million  ontorprisot  with  25  porcont  of  total  talos  and  to  50 
porcont  of  all  omployoot  (induding  oxomptod  omployoos  of  Stata  and  local  govarnmanb). 


Sourca:  Cost  of  Living  Council. 

The  largest  firms,  those  in  Tier  I,  were  required  to  notify  the  Price  Com¬ 
mission  in  advance  and  to  get  approval  of  any  price  increase  unless  they 
had  previously  obtained  a  term  limit  pricing  agreement  or  some  other 
spiecial  provision,  such  as  a  volatile  price  rule.  The  firms  in  Tier  II  were  not 
required  to  obtain  advance  approval  unless  they  sought  an  exception  from 
the  rules;  but  they  were  required  to  file  quarterly  reports,  which  were 
prescribed  by  the  Price  Commission  and  from  which  compliance  could  be 
checked.  Tier  III  firms  were  not  required  to  file  reports,  but  their  com¬ 
pliance  was  op>en  to  spot  check  by  the  Internal  Revenue  Service. 

The  procedures  relating  to  pay  were  similar  to  those  governing  prices. 

Small  business  exemptions.  Despite  the  tier  arrangement  described  above, 
it  became  clear  almost  as  soon  as  Phase  II  began  that  a  disproportionate 
part  of  the  administrative  capacity  of  the  system  was  being  used  to  provide 
information  and  to  process  complaints  in  cases  that  had  little  effect  on  the 
inflation  problem.  The  Cost  of  Living  Council  decided  that  it  could  use 
its  resources  better  by  concentrating  them  on  the  lai^r  economic  units, 
relying  on  competition  from  them  to  restrain  price  increases  by  the  smaller 
ones.  In  January  retail  firms  with  annual  sales  of  less  than  $100,000  were 
exempted.  This  action  removed  from  control  three-fourths  of  all  retail  firms 
but  only  15  piercent  of  all  retail  sales.  At  the  same  time  the  Cost  of  Living 
Council  exempted  from  rent  controls  all  apartments  or  houses  whose  land¬ 
lord  owned  four  or  fewer  units.  Apartments  renting  for  $500  or  more  a 
month  were  also  exempted,  but  on  a  different  ground — namely,  that  keep¬ 
ing  down  the  rents  of  luxury  apartments  was  not  so  ui^ent  a  national  interest 
as  to  justify  the  adminbtrative  burdens  it  involved.  The  effect  of  these 
actions  was  to  exempt  from  control  about  45  percent  of  all  rental  units. 


In  May  the  Cost  of  Living  Council  exempted  from  both  price  and  wage 
controk  all  firms  and  local  government  units  with  60  or  fewer  employees — 
with  certain  exceptions.  The  exceptions  were  hrms  in  the  construction  and 
health  service  industries  and  firms  in  which  more  than  half  erf  the  emjrfoyees 
were  affected  by  a  collective  bargaining  contract  which  covered  more  than 
60  employees.  The  selection  of  60  as  the  cutoff  perfnt  was  influenced  by  the 
desire  to  exempt  as  many  Arms  as  p>ossible  but  at  the  same  time  to  keep 
a  signiheant  fraction  of  the  sales  of  each  industry  under  control. 

Administration  and  compliance.  The  relatively  small  staff  of  the  econcxnic 
stabilization  agencies  had  the  twofold  task  of  informing  the  public  of  the  rules 
and  regulations  and  of  developing  procedures  for  ensuring  compliance.  The 
staff  was  also  respcmsible  for  processing  inquiries,  requests  for  approval  of 
price  and  wage  increases,  complaints  alleging  violations,  applications  for 
excepti(xis  and  exemptions,  and  appeals  for  review  of  decisions.  At  the  end 
of  1972  there  had  been  3.3  million  direct  contacts  with  the  public.  Of 
these  95  percent  were  inquiries,  58  percent  of  which  referred  to  rents, 
with  questions  on  prices  and  wages  making  up  the  remainder  in  equal  pro¬ 
portions.  More  than  10,000  prenotifications  of  price  increases  by  larger  Tier  I 
firms  were  received,  many  necessitating  detailed  Price  Commission  analyses 
and  lengthy  meetings  with  company  representatives.  Notification  of  many 
wage  increases  negotiated  by  larger  employee  imits  numbering  more  than 
1,000  workers  also  required  review  procedures  by  the  Pay  Board. 

The  major  burden  of  responding  to  inquiries,  complaints,  and  requests 
for  exceptions  fell  on  the  seven  regional  offices  and  360  district  and  sub¬ 
district  offices  of  the  Internal  Revenue  Service.  As  the  program  matured 
and  guidelines  and  decision  precedents  became  established,  more  authority 
for  decision  making  was  delegated  to  these  field  offices,  particularly  in 
administering  price  and  rent  controk. 

Reliance  primarily  on  voluntary  compliance,  adopted  at  the  b^;inning  of 
the  Economic  Stabilization  Program,  was  maintained  through  1972.  The 
Internal  Revenue  Service  did,  however,  conduct  numerous  investigations 
based  on  citizens’  complaints,  in  addition  to  the  more  than  800  investigations 
carried  out  at  the  direction  of  ESP  officials.  Most  potential  violations  were 
handled  through  price  rollbacks  rather  than  legal  action.  Administrative 
sanctions  ordinarily  required  firms  to  refund  or  reduce  prices  in  amounts 
sufficient  to  offset  the  dollar  amount  of  the  apparent  excess  profit  margin, 
or  in  the  amount  of  revenue  derived  from  the  price  increases,  whichever 
was  smaller.  However,  double  or  treble  price  reductions  and  refimds  were 
sometimes  required.  In  exceptional  cases,  legal  action  was  initiated.  About 
300  such  actions  were  undertaken  in  the  first  year  of  Phase  II. 

SUPPLEMENTARY  ANTI-INFLATION  MEASURES 

As  1972  progressed,  rapidly  rising  prices  of  food,  especially  meat,  became 
a  more  and  more  critical  problem  fcH*  the  controk  program.  Partly  because 
food  prices  weigh  heavily  in  the  public’s  perception  of  what  is  happening 


to  living  costs,  the  higher  food  prices  were  threatening  to  weaken  public 
confidence  in  the  program. 

The  control  system  could  not  satisfactorily  restrain  the  increase  of  food 
prices.  Prices  at  the  farm  level  were  exempted ;  and  although  controls  were 
repeatedly  considered  during  1972,  they  were  always  rejected  on  the 
ground  that  such  controls  would  cause  shortages  immediately  and  discourage 
the  expansion  of  supplies  for  the  future. 

A  large  part,  about  two-thirds,  the  value  of  food  is  added  in  processing 
and  distribution  after  the  products  leave  the  farm.  The  price  or  margin  at 
these  stages  was  controlled;  but  sometimes  the  controls  left  room  for  increas¬ 
ing  margins,  and  from  time  to  time  the  Cost  of  Living  Council  made  special 
appeals  to  food  processors  and  distributors  to  hold  margins  down.  The  In¬ 
ternal  Revenue  Service  also  concentrated  on  assuring  ctmipliance  with  the 
controls  in  food  processing  and  marketing. 

However,  over  the  Phase  II  period,  competition,  controls,  and  voluntary 
cooperation  successfully  constrained  the  margin  between  food  prices  at  the 
farm  and  food  prices  at  retail.  According  to  Department  of  Agriculture 
estimates,  this  margin  increased  by  only  0.6  percent  from  the  third  quarter 
of  1971  to  the  third  quarter  of  1972.  In  the  same  period  the  farm  price  of 
domestically  produced  farm  foods  increased  by  11.7  percent,  while  retail 
food  prices  increased  by  4.9  percent. 

Rising  food  prices,  and  the  inability  of  price  controls  to  curb  them,  focused 
attention  on  the  range  of  other  measium  available  to  Grovemment  which 
could  restrain  the  rise  of  food  costs.  In  general,  five  measures  were  applied 
which  operated  to  increase  supplies,  either  immediately  or  in  the  longer  run. 

1.  In  June  limitations  on  the  import  of  meat  were  suspended  for  1972.  In 
December  this  suspension  was  continued  into  1973. 

2.  Government-controlled  stocks  of  meat  and  grains  were  reduced. 

3.  Export  subsidies  for  wheat  and  rice  were  discontinued;  this  action 
eliminated  an  artificial  incentive  to  export  that  was  reducing  domestic 
supplies. 

4.  Limits  on  the  planting  of  wheat,  rice,  feed  grains,  and  soybeans  in  1973 
were  eased. 

5.  Import  quotas  on  nonfat  dry  milk  were  increased  temporarily  at  the 
begiiming  of  1973. 

In  addition  to  foods,  two  other  commodity  areas,  lumber  and  hides,  reg¬ 
istered  substantially  higher  prices  despite  the  controls.  In  both  cases  the 
Administration  tried  to  curb  price  increases  by  special  measures.  Step>s  were 
taken  to  increase  timber  cutting  in  the  national  forests  and  to  enforce  the 
control  regulations  more  strictly  on  liunber  sales.  The  Department  of  Com¬ 
merce  imposed  a  limit  on  the  export  of  hides  in  order  to  increase  the  domestic 
supply,  a  move  that  was  soon  overturned,  however,  by  congressional  action. 
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SUPPLEMENT  TO  CHAPTER  4 


In  order  to  answer  the  question  whether  the  occupational  distribution 
of  women  has  moved  closer  to  that  of  men’s,  an  index  of  occupational 
dissimilarity  was  constructed  for  1960  and  1970.  The  particular  measure 
of  dissimilarity  used  here  is  calculated  by  taking  the  absolute  difference 
(for  each  of  197  occupations)  between  the  percentage  of  the  female  ex¬ 
perienced  civilian  labor  force  in  a  given  occupation  and  the  percentage 
of  the  male  experienced  civilian  labor  force  in  the  same  occupation,  sum¬ 
ming  these  differences  across  the  197  occupations,  and  then  dividing  this 
sum  by  2.  Those  persons  in  the  experienced  labor  force  who  did  not  report 
their  occupation  were  excluded  from  the  denominator.  If  men  and  women 
were  to  have  the  identical  occupational  distributions  then  the  value  of  the 
index  would  be  0.  At  the  other  extreme,  if  men  and  wtwnen  were  completely 
occupationally  sf^^gated,  so  that  they  were  never  in  the  same  occupation, 
the  index  would  have  a  value  of  1. 

''^e  values  of  the  occupational  dissimilarity  index,  calculated  as  described, 
were  as  follows: 

1960  _  .629 

1970  _  .  598 

The  index  therefore  indicates  a  very  small  change  in  the  direction  of 
increased  occupatioiud  similarity  between  1960  and  1970.  The  data  for 
the  calculations  were  taken  from  the  decennial  censuses  of  1960  and  1970. 

In  Table  33,  wcHiien’s  representation  in  a  group  of  detailed  occupations 
is  given  for  1950, 1960,  and  1970. 


Tablb  33. — fVomfn  in  txptrunetd  eieilim  labor  Jortt,  1950,  I960,  and  1970 
04  yMn  ol  act  Md  ovar) 


1  Oecapatiaiial  sraup 

1 

Numbar  al  waman  (tbaaaanda) 

Waman  aa  paicantnl  a9  paraana  in 
aecvpaUan 

IKO 

1960 

1970 

1960 

1160 

1970 

j  TOTAL . 

11.411.9 

2t  303.7 

30,601.0 

211 

319 

310 

I  Prafaaaianai  and  iaehnicai  awrtwn . 

1,MS.9 

2,723.9 

1397.6 

39.0 

314 

39.9 

Aacauntantt... . 

57.0 

91.9 

197.0 

119 

115 

29.2 

j  Archttaeb . 

.9 

.9 

2.0 

19 

11 

19 

1  Eniinaan . 

1.7 

7.2 

213 

1.3 

.9 

1.9 

i  Farm  and  hama  manaiamant  adviaan . 

5.0 

9.4 

15 

411 

47.2 

49.7 

Lawyart  and  Indflaa . 

7.0 

7.5 

114 

11 

15 

19 

Ubrariant . 

50.7 

94.1 

101.5 

919 

914 

910 

■  Ufa  and  ahytical  aeinntiati . 

■  Paraannal  and  labar  ralaUana  warkan . 

IM 

15.2 

29.2 

11.0 

12 

117 

15.0 

34.2 

91.7 

213 

311 

30.9 

Pharmadata . 

7.4 

7.2 

113 

17 

7.5 

110 

Phyaldana,  madleal  and  aalaapatMc . 

12.3 

19.2 

29.1 

17 

19 

13 

DMItlant . 

21.7 

24.9 

37.9 

915 

917 

910 

1  RatMarad  naraaa . 

309.2 

913.7 

9113 

97.9 

97.5 

97.3 

i  TharapMa . 

f‘) 

114 

415 

914 

915 

i  Haaith  tadinidant . 

4.3 

910 

194.1 

57.4 

612 

99.7 

Clariyman . . . 

7.3 

17 

13 

14 

13 

19 

J  Otbar  ratiglaiia  waifcara . 

29.7 

319 

211 

619 

913 

517 
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Table  33. — Wenun  in  txptrunud  cwilim  labor  forto,  1950,  I960,  ami  1970 — Continued 

Q4  yam  of  att  and  ovar) 


Oeevpatiaiial  roap 


Salas  workars . 

Advartisini  apants  and  salasman . 

Damonatraton . 

Huckstan  and  paddlars . 

Insaranca  apanb,  brokari,  and  undarwritars. 

Nawsboys . . 

Raal  astata  afanla  and  brakan . 

Salat  raprasamativat,  nunufacturlni . 

Salas  raprasantativas,  wkolasala . 

Salasnun  and  darks,  ratail . 

Ofbar  talasworkars . 

Clarlcal  and  kindrad  arorkars . 

Bank  taBars . 

Boakkaapars . 

Cashiars . 

CoUactors,  Mil  and  account . 

Ditpaldiars  and  startars,  vabicia . . 

Library  attandants  and  assistants . 

Mail  carriars,  post  offica . 

Massanpars  and  oflica  boys . 

Offica  machina  aparalort . 

Sbippinp  and  raetivinp  darks . 

Stanoprapbars,  typists,  and  sacratarias . 

Tdapraph  oparators . 

Tdapbana  oparators . . 

Tichat,  station,  and  axprats  apants . 

Other  daricai  warkars . 

Craftsman . 

Bakars . 

Bookbindan . 

Compasitors  and  typasattnts . 

Dacorators  and  window  droaaars . 

Elactridans . 

Linaman  and  aarvicaman,  tela^ph,  tala- 

phona,  and  power . 

Engraven,  axcapt  photoanpravan . 

Foreman,  nonmanufacturinp . . 

Foreman,  manufacturing. . 

inspacton . 

Machinists . 

Mechanics  and  repairman,  axcapt  air,  auto... 

Aircraft  mechanics . 

Auto  machanics . 

Opticians,  lansprindan  and  polishan . 

Painters,  construction  and  maintananca . 

Pressman  and  plata  printan,  printing . 

Stationary  anpinaan . 

Tailan . 

Upholstaran . 

Other  craftsman . 


Oparativas . . 

Drassmakan  and  saamstressas,  axcapt  fac¬ 
tory . 

FHars,  pdishars,  undan  and  bulfars _ 

Laundry  and  drjdaaninp  oparativas . 

Maatcunan  and  butchon,  axcapt  manu¬ 
facturing . 

Millinara . 

Painters,  manufactured  artidas . 

Photographic  procass  workers . 

Sawyers . 

TaxUta  oparativas . 

Bus  driven . 

Dalivaryman  and  routaman . - . 

Taxktb  driven  and  chaulfaun . 

Truckdrivan . 

Other  spadllad  oparativas . 


Number  of  woman  {thousands) 

Weman  as  paicaat  af  aB  parsana  la 
eccupatlan 

1960 

1970 

1970 

1,374.7 

1,7310 

10917 

34.2 

312 

3B.6 

5.3 

4.9 

110 

111 

119 

211 

11.0 

217 

317 

77.5 

912 

91.1 

3.5 

37,7 

914 

119 

60.5 

717 

27.3 

311 

57.6 

19 

17 

115 

4.1 

16 

119 

3.8 

13 

7.4 

22.1 

411 

612 

116 

219 

310 

23.0 

50.9 

316 

7.2 

117 

18 

15.3 

21.3 

411 

18 

12 

16 

1.2219 

1,451.4 

1,6114 

419 

514 

515 

34.3 

51.1 

916 

210 

20.2 

27.0 

4,343.4 

1407.0 

19110 

61.9 

67.9 

716 

27.7 

94.6 

2116 

416 

712 

812 

566.3 

7916 

1,291.7 

77.4 

814 

810 

1917 

393.1 

7319 

81.4 

77.1 

817 

19 

17 

112 

110 

210 

312 

4.1 

12 

115 

117 

118 

17.1 

11 

211 

101.2 

717 

717 

711 

14 

4.4 

215 

10 

12 

10 

119 

13 

111 

116 

117 

117 

1115 

2311 

4211 

81.6 

714 

74.0 

20.3 

214 

619 

18 

11 

14.7 

1,524.9 

12315 

17919 

916 

915 

916 

7.6 

4.7 

17 

21.6 

218 

29.4 

3412 

3512 

3913 

918 

918 

94.5 

7.9 

112 

317 

117 

21.8 

317 

1.494.9 

1196.0 

1799.8 

47.2 

54.6 

519 

247.3 

2913 

524.1 

11 

11 

10 

119 

21.4 

319 

11.6 

112 

310 

115 

17.6 

20.9 

511 

519 

511 

12.2 

112 

219 

19 

14 

113 

14.0 

24.4 

41.9 

31.9 

413 

57.7 

11 

IS 

13 

.6 

.8 

1.9 

5.1 

16 

117 

14 

11 

17 

1.4 

11 

15 

115 

17.9 

27.5 

112 

218 

51.1 

13 

14 

7.5 

51.2 

512 

80.9 

110 

18 

17 

7.3 

16 

17 

7.7 

15 

10 

7.6 

7.4 

118 

1.5 

1.4 

13 

116 

114 

310 

1.6 

1.1 

15 

1.0 

1.9 

15 

1.3 

1.6 

11 

4.3 

14 

119 

.6 

.4 

1.4 

14 

12 

15 

111 

113 

211 

11 

7.1 

118 

11 

1.8 

4.1 

15 

11 

111 

18 

11 

18 

1.8 

1.6 

16 

.8 

.6 

1.5 

113 

211 

215 

113 

215 

31.7 

15 

12 

117 

17 

19 

115 

313 

412 

101.8 

1.1 

1.3 

18 

1190.9 

1521.2 

12216 

27.4 

217 

31.5 

140.3 

121.7 

919 

97.3 

917 

910 

7.3 

21.0 

219 

18 

118 

21.8 

3017 

2S19 

261.0 

67.6 

613 

618 

IS 

IS 

11.2 

12 

11 

14 

115 

19 

11 

89.4 

917 

89.4 

14.9 

115 

116 

111 

115 

113 

115 

21.5 

31.4 

417 

418 

419 

16 

14 

16 

16 

2.3 

19 

C) 

2715 

247.6 

0} 

512 

54.8 

4.S 

116 

67.1 

19 

111 

210 

4.3 

110 

21.3 

1.7 

13 

13 

14 

16 

10 

1.6 

17 

17 

16 

13 

21.6 

.6 

.5 

1.5 

0) 

1060.6 

16011 

P) 

317 

31i 

490-000  0  -  73  -  11 
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Table  33. — H'omm  m  exptrunctd  eitnlum  labor  foret,  1950,  i960,  and  1970 — Ckmtinued 

(14  yMre  of  all  and  ovar) 


Oecupatioflai  irotip 


Oparativaa— Coat'd. 

MiacoNanoous  and  not  apadfiod  oporativoa, 

B.O.C . 

Lumbar  and  wood  producta . 

Fumitura  and  lixturaa . 

Stono,  day,  and  ilaaa  producta . 

Maury  aiolal  induatrioa . 

Fabricatod  motai  induatrios . 

Madiinary,  aacapt  aloctrieal . 

Eloctrical  macMnory.aqwpnwnt,  and  aup- 


Tranaporta^  aquipmant . 

Profaaaional  and  photofrapbic  aquipmant, 

and  watcboa . 

MiacaNanooua  manufacturing  Induatrioa... 

Food  and  kindrad  producta . 

Tobacco  manufacturaa . 

Apparal  and  otbar  fabricatod  taxtUa  prod¬ 
ucta . 

Paper  and  alUod  produeb . 

Printing,  pubMabing,  ate . 

Cbamicaia,  ole . 

Rubbor  and  miacoNanooua  plaatic . 

Laatbor  producta . 

WbobwaM  and  ratail . 

Buainoaa  and  rapair  aarvicaa . 

Public  adminiatration . 

Otbar  nonmanufacturing . 

Laborara,  aacapt  farm . 

Miacallanaoua  and  not  apadlM  laborara _ 

Lumbar  and  wood  producta,  aacapt  furni- 


Stono,  day,  and  glau  prodricta . 

Motai  induatrioa . 

Eloctrical  maebinory,  aquipmant  and  aup- 


Food  and  kindrad  producta . 

Taxtila  mM  produeb . 

Appard  and  otbar  fabricatod  taxtila  prod¬ 
ueb . 

Laatbor  and  laatbor  produeb . 

Otbar  manufacturing . 

Transportation,  communication,  and  pub¬ 
lic  uMitioa . 

WMasala  and  ratail  trada . 

Public  administration . 

Otbar  nonmanufacturing  industriss . 

Otbar  nonfarm  laborara . 

Farm  workan . 

Farmara,  ownora,  and  tananb . 

Farm  managara . 

Farm  laborara,  wags  workers . 

Farm  laborara,  unpaid  family  workan . 

Otbar  farm  laboran . 


Table  33. — H'wiMn  m  txpmtnetd  eivtium  labor  foret,  1950,  1960,  ami  1970 — Ckntinued 
(14  ytirs  q(  an  tod  ovar) 


I 


Numbar  af  waman  (thauaanda) 

Waman  aa  parcant  af  all  paraana  in 
aeeupatian 

mm 

■3 

1970 

1960 

1970 

3,564.1 

4,090.3 

01.9 

00.0 

75.3 

107.7 

00.5 

41.7 

510 

50.5 

91.3 

HiSfl 

12.0 

11.0 

117 

13.1 

20.5 

14 

11.1 

21.1 

257.1 

305.4 

550.5 

55.2 

019 

Oil 

47.4 

119.4 

1213 

50.9 

70.9 

75.0 

579.0 

700.0 

1,002.4 

01.0 

010 

00.0 

130.4 

233.2 

014 

95.4 

914 

232.0 

047.4 

72.0 

00.2 

5.2 

13.9 

19.7 

7.0 

23.0 

33.5 

40.0 

40.9 

07.2 

55.0 

010 

23.0 

20.4 

5.4 

710 

015 

71.9 

27.0 

24.9 

10.2 

29.1 

32.5 

27.0 

193.2 

270.0 

4414 

49.2 

519 

010 

05.0 

51.0 

710 

77.2 

710 

71.0 

5.3 

5.2 

17.0 

2.1 

10 

12 

3.0 

7.0 

13.5 

2.0 

17 

10 

2.1 

14.2 

217 

1.5 

7.1 

11.0 

345.2 

490.0 

701.5 

414 

010 

00.0 

147.4 

149.0 

101.5 

97.0 

95.5 

912 

78.3 

40.7 

11.9 

97.0 

912 

94.0 

1,219.1 

1,501.9 

909.7 

94.5 

90.5 

90.0 

447.0 

1,297.7 

2,147.1 

312 

37.0 

41.5 

Occapationai  iroiip 


Sarvica  worfcara . . 

Claanara  and  charwaman 

Janitara  and  aaxtana _ 

Bartandara . . 

Caaka,  aacaat  privata 

Cauntar  and  fauntain  warttara . 

Waitara  and  waltraaaaa . 

Practical  nuraaa . 

Othar  haatth  aarvicaa . 

Attandanta,  racraatlan  and  amuaafflant . 

Attandanta,  paraanal  aarvka,  n.a.c . 

Baardini  and  ladflni  havaakaapara . 

Elavatar  aparatara . 

Barban,  hairdraaaan,  and  caamaMadata. . . 

Hauaakaapara,  aacapt  privata  hauaaMd _ 

Guarda  and  watdunan . 

Pallcafflan  and  datacUvaa . 

Othar  pratactiva  aarvica  warkara . 

Othar  aarvica  warkara,  axcapt  privata  hauaa- 

haid . 

Hauaakaapara,  privata  hauaaMd . 

Laundraaaaa,  arlvata  hauaaMd . 

Othar  privata  nauaahaM  warkara . 

Occupatian  nat  rapartad . 


>  Data  ara  nat  avaiiabla  bacauaa  a(  chanpaa  in  daaaiflcatian. 
n.a.c.-nnt  alaawhara  daaaifiad. 

Nata:  OccuiMtianal  daaaiticatiana  in  thia  tabla  ara  nat  axactly  camparaMa  with  Canaua  daaaihcatiana  bacauaa  al  ra- 
graupina  datailad  accupatiana. 

Oatailfar  1950  la  nat  alwaya  atricUy  camaaraMa  with  latar  yaara  bacauaa  a(  changaa  in  daaaificatian. 

Tha  data  ara  baaad  an  aamplaa  drawn  tram  tha  dacannial  canauaaa.  Tha  aampla  adaa  ara:  1950, 3M  parcant;  1900, 25 
parcant:  1970,  20  parcant 
Oataii  may  nat  add  ta  tatali  bacauaa  at  raunding. 

Saurcat:  Oapartmant  af  Cammarca,  Buraau  a(  tha  Canaua,  and  Cauncil  af  Ecanamk  Adviaara. 
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SUPPLEMENT  TO  CHAPTER  5 


The  following  memorandum  elaborates  the  United  States  proposal  for 
establishing  a  system  in  which  nations’  reserve  movements  would  serve  as 
quantitative  indicators  to  guide  the  balance-of-payments  adjustment  proc¬ 
ess.  The  basic  U.S.  proposal  was  contained  in  an  address  by  Secretary  of 
the  Treasury  Shultz  at  the  Annual  Meetings  of  the  International  Monetary 
Fund  and  the  International  Bank  for  Reconstruction  and  Development,  Sep¬ 
tember  26,  1972.  The  memorandum  was  made  available  to  the  Deputies 
of  the  Committee  of  Twenty  in  November  1972. 

THE  U.S.  PROPOSALS  FOR  USING  RESERVES  AS  AN  INDICATOR 
OF  THE  NEED  FOR  BALANCE-OF-PAYMENTS  ADJUSTMENT 

I.  INTRODUCTION 

1.  There  appears  to  be  general  agreement  that  a  reformed  international 
monetary  system  should  promote  prompter  and  more  effective  adjustment 
of  balance-of-payments  disequilibria.  The  U.S.  proposals  are  based  on  the 
premise  that  each  country  will  be  willing  to  work  within  the  context  of  a 
system  that  provides  strong,  equitable  and  balanced  incentives  to  achieve 
and  maintain  external  balance. 

2.  In  the  U.S.  view,  the  most  promising  approach  is  a  system  in  which 
disproportionate  changes  in  a  nation’s  reserves  in  either  direction  serve  as 
objective  indicators  that  balance-of-payments  adjustment  measures  are 
needed.  We  visualize  a  system  in  which  disproportionately  large  gains  in 
reserves  for  a  particular  country  indicate  the  need  for  adjustment  measures 
to  eliminate  a  balance-of-payments  surplus,  just  as,  in  any  system  of  con¬ 
vertibility  into  reserve  assets,  disproportionately  large  losses  of  reserves  indi¬ 
cate  the  need  for  adjustment  to  eliminate  a  balance-of-payments  deficit.  A 
variety  of  adjustment  instruments  would  be  acceptable.  The  purpose  of  this 
paper  is  to  develop  the  logic  of  this  approach. 

3.  The  international  monetary  system  in  past  years  has  failed  to  provide 
adequate  inducements  to  achieve  and  maintain  balance-of-payments  equilib¬ 
rium,  defined  as  a  situation  in  which  external  payments  are  in  reasonable 
balance  at  normal  levels  of  employment  and  economic  activity,  and  without 
inappropriate  utilization  of  controls.  This  failure  was  reflected  in  both  large 
and  persistent  imbalances,  and  in  recent  years  in  some  tendency  toward  in¬ 
creased  use  of  controls.  Deficit  countries  could  often  maintain  disequilibria 
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for  a  considerable  period  through  measures  distorting  trade,  cafMtal  flows,  or 
the  internal  economy;  they  were  usually  permitted  or  even  encouraged  to 
borrow  extensively.  (In  the  case  of  the  United  States,  this  “borrowing”  in 
large  part  took  the  form  of  increased  holdings  by  foreign  monetary  authori¬ 
ties  of  U.S.  dollar  obligations.)  Surplus  countries,  able  to  accumulate  re¬ 
serves  more  or  less  indefinitely,  felt  under  even  less  pressure  to  adjust,  and  an 
increasingly  common  response  has  been  controls  on  the  inward  flow  of 
capital. 

4.  Viewed  from  the  perspective  of  a  single  country — particularly  a  coun¬ 
try  in  a  relatively  advanced  stage  of  development — ^balance-of-payments  sur¬ 
pluses  have  been  considered  a  more  comfortable  and  more  desirable  state 
of  affairs  than  deficit  or  balance.  A  surplus  country  could  avoid  the  politi¬ 
cally  embarrassing  adjustment  actions  which  a  deficit  country  might  be 
forced  to  take.  A  strong  trading  position  was  frequently  considered  a  vehicle 
for  domestic  economic  expansion  and  maintenance  of  full  employment.  A 
persistently  strong  currency  and  large  reserves  might  be  felt  to  provide  useful 
protection  against  unexpected  external  influences,  and  even  to  symbolize 
prudent  economic  management.  Prior  to  the  introduction  of  the  SDR 
scheme,  the  system  depended  on  balance-of-payments  disequilibrium  for 
growth  in  reserves — growth  in  global  reserves  over  time  could  be  ac¬ 
complished  only  as  other  countries  ran  surpluses  offset  by  U.S.  deficits, 
financed  through  an  expansion  of  U.S.  liabilities. 

5.  Some  of  these  incentives  to  run  surpluses  were  recognized  in  the  discus¬ 
sion  leading  up  to  Bretton  Woods,  and  they  were  reflected  in  the  strictures 
placed  on  competitive  devaluation.  Nevertheless,  while  overt  competitive  de¬ 
valuations  have  not  been  impxjrtant,  many  countries  still  more  or  less  con¬ 
sciously  have  aimed  for  payments  surpluses  and  adap>ted  their  economic 
policy  instruments  to  that  end.  At  the  very  least,  surpliises  were  tolerated 
while  deficits  were  a  source  of  concern  and  action.  There  was  nothing  in  the 
system  to  assure  compiatibility  of  nations’  balance-of-payments  objectives — 
nothing  to  assure  that  the  surpluses  which  many  countries  sought  would  be 
offset  by  targeted  deficits  in  equal  amounts  on  the  part  of  other  countries. 

6.  Within  this  general  context,  there  were  systematic  tendencies  for  sur¬ 
pluses  and  deficits  to  fall  in  a  particular  p)attem.  From  the  viewpoint  of  the 
United  States,  as  the  largest  unit  in  the  world  economic  system  and  in 
important  ways  in  the  least  flexible  px>sition,  these  pressures  toward  surplus 
and  currency  undervaluation  by  others  have  had  their  counterp>art  in  a 
persistent  deficit  in  its  own  accounts.  It  was  long  felt  inappropriate,  in  the 
light  of  the  disturbing  implications  for  stability  in  worid  financial  markets, 
for  the  United  States  to  initiate  exchange  rate  acticm  to  correct  this  deficit. 
When  the  imbalance  increased  substantially  and  such  action  was  under¬ 
taken,  the  resistance  by  its  trading  partners  seemed  to  confirm  their  reluc¬ 
tance  to  lose  a  surplus  p>osition,  as  well  as  to  demonstrate  the  difficulty  of 
achieving  the  needed  adjustment  in  the  absence  of  agreed  criteria  for  rec¬ 
onciling  balance-of-piayments  objectives.  From  the  viewpoint  of  some  other 
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countries,  the  mechanism  that  permitted  the  chronic  U.S.  deficit  and  their 
surpluses  to  persist — namely,  the  tendency  for  that  imbalance  to  be  financed, 
in  part,  by  increased  dollar  biddings  of  other  countries — indicated  that  the 
United  States  was  not  subject  to  the  usual  constraints  o(  a  deficit  country. 
In  concept,  the  introduction  <rf  the  SDR  successfully  freed  the  system  of 
the  need  for  continuous  U.S.  deficits  to  meet  reserve  needs.  But  by  itself 
that  reform  was  not  sufficient  to  change  the  basic  bias  in  the  system. 

7.  While  the  system  operated  satisfactorily  for  a  number  of  years — in 
fact  it  nrjay  have  been  preferable  to  any  realistic  alternative — it  was  a  sys¬ 
tem  of  continuous  imbalance,  of  protracted  disequilibriiun.  From  the  view¬ 
point  of  both  the  U.S.  and  other  natimu,  the  results  were  increasingly 
unsatisfactory,  creating  major  stresses  that  undermined  stability.  The  sys¬ 
tem  failed,  in  the  end,  because  it  depended  on  a  measure  of  broad  equi¬ 
librium  for  sustained,  satisfactory  operation,  yet  failed  to  induce  the 
adjustments  required  to  achieve  equilibrium.  The  actions  taken  by  the 
United  States  on  August  15, 1971,  signaled  the  untenability  of  the  previously 
existing  arrangements.  The  interim  arrangements  developed  since  that  time, 
including  the  Smithsonian  Agreement  of  December  1971,  do  not  provide  a 
long-term  solution  to  these  problems. 

8.  The  U.S.  proposals  for  a  future  system  are  designed  to  encourage 
equilibrium  by  promoting  needed  adjustments  actively,  rather  than  simply 
prohibiting  unwarranted  moves;  and  to  apply  equivalent  incentives  for 
adjustment  evenhandedly  to  all  nations.  The  proposals  are  evolutionary,  in 
the  sense  that  they  would  build  on  certain  areas  of  widespread  agreement 
incorporated  in  past  arrangements:  the  SDR,  convertibility,  the  pn^ibition 
on  competitive  devaluation,  and  emphasis  on  the  need  for  international 
financial  arrangements  to  support  liberal  trade  and  p>ayments.  They  would 
differ  from  the  past  in  building  these  and  other  elements  of  the  system  into 
arrangements  for  actively  promoting  adjustment,  reccmciling  balance-of-pay- 
ments  objectives,  and  overcoming  the  systematic  bias  toward  surpluses. 

11.  THE  NEED  FOR  OBJECTIVE  CRITERIA 

9.  The  U.S.  proposals  take  as  a  point  of  departure  that  the  stability  and 
durability  of  a  new  monetary  system  will  be  crucially  dependent  on  finding 
an  equitable  and  effective  means  of  promoting  the  adjustment  of  external 
imbalances. 

10.  In  approaching  that  objective,  we  believe  success  is  dependent  upon 
finding  an  appropriate  blend  among  three  possible  approaches,  each  of 
which  contains  some  advantages,  but  none  <rf  which  is  satisfactory  by  itself. 
The  three  approaches  are: 

a)  national  discretion — a  degree  of  which  is  essential  in  a  world  of 
sovereign  nations  and  desirable  in  allowing  maximum  practicable 
freedom  of  action  among  individual  countries,  but  which,  relied  on 
adone,  assures  neither  equilibrium  nor  an  equitable  sharing  of  adjust¬ 
ment  responsibilities; 
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b)  discretionary  authority  of  a  central  institution — ^which  can  bring 
to  bear  the  influence  and  collective  wisdom  of  the  entire  worid 
community  on  particular  adjustment  problems,  but  which  can 
lead  to  endless  debate,  indecision,  or  unbalanced  decisions  in  a 
potentially  politically  charged  atmosphere,  and  which  requires  at 
least  the  appearance  of  ceding  more  authority  to  an  international 
body  than  nations  will  yield  at  this  stage  of  international  develop>- 
ment; 

c)  objective  criteria — which  can  be  helpful  in  establishing  measure¬ 
ments  for  indicating  adjustment  needs  for  various  nations  and 
various  situations  on  a  standardized  basis,  but  which  do  not  unerr¬ 
ingly  point  to  appropriate  adjustments  or  pormit  needed  discre¬ 
tion  by  national  authorites. 

11.  The  U.S.  propxMal  aims  at  a  balance  among  these  appMoaches — to 
utilize  the  advantages  of  each,  while  avoiding  the  disadvantages  which 
might  result  from  excessive  or  singleminded  reliance  on  any  of  the  three. 
We  propose  that  objective  criteria  be  established  to  note  and  locate  the 
existence  of  an  undesirable  degree  of  balance-of-payments  disequilibrium, 
and  to  create  a  strong  presvunption  that  effective  adjustment  policies  should 
be  implemented.  But  we  would  leave  to  the  country  concerned  substantial 
discretion  in  determining  the  composition  of  those  adjustment  policies.  And 
international  consultations  would  be  utilized  to  determine  the  applicability 
of  the  criteria  to  particular  situations  and  to  consider  exceptional  cases  in 
which  the  rules  might  be  overridden. 

12.  Use  of  objective  indicators  as  an  important  element  of  the  adjustment 
mechanism  appoars  essential  on  grounds  of  efficacy  and  equity.  Adjust¬ 
ment  decisions  are  frequently  difficult  for  any  government,  and  there  is  a 
tendency  to  postpone  and  avoid  such  decisions  until  long  after  the  time 
when  adjustment  policies  should  have  been  adopted.  Equally,  international 
groups  are  reluctant  to  deal  promptly  with  difficult  and  politically  sensitive 
adjustment  questions.  Without  objective  indicators  there  is  a  danger  that 
needed  actions  will  not  be  taken.  It  is  much  better  to  get  advance  agreement 
in  principle  that  when  certain  internationally  agreed  indicators,  recog¬ 
nized  as  being  objective,  signal  adjustment  is  needed,  there  will  be  a  strong 
presumption  that  appropriate  measures  will  be  adopted — but  recognizing 
there  might  be  valid  reasons  for  overriding  the  indicaton  in  exceptional 
cases.  Such  an  approach  is  much  more  likely  to  result  in  equal  treatment 
for  all  nations:  it  would  call  for  compiarable  adjustment  inducements  for 
ail  countries — whether  large  or  small,  develop)ed  or  developing,  reserve 
currency  country  or  not — to  eliminate  payments  disequilibria,  whether  sur¬ 
plus  or  deficit. 

III.  ADJUSTMENT,  RESERVES,  AND  CONVERTIBILITY 

13.  The  U.S.  propxMals  assume  that  most  nations  will  want  to  maintain 
established  values  for  their  exchange  rates — par  values  or  central  rates — 
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in  conjunction  with  a  generalized  system  of  convertibility  of  national  cvur- 
rencies  into  international  reserve  assets.  In  a  system  of  established  exchange 
values  and  convertibility,  there  is  a  close  relationship  between  balance-of- 
payments  disequilibria  and  reserve  changes.  Accordingly,  in  our  view  the 
single  most  valid  indicator  that  a  country  is  in  actual  or  emerging  disequi¬ 
librium — as  well  as  the  most  readily  available,  the  most  comprehensive,  and 
the  least  ambiguous — is  a  persistent  movement  of  its  reserves  in  one  direc¬ 
tion  or  another. 

14.  To  be  viable,  a  convertibility  system  must  be  capable  of  satisfying  the 
siun  of  individual  countries’  normal  needs  for  and  secular  growth  in  re¬ 
serves.  Nations  individually,  either  explicitly  through  formulation  of  overt 
balance-of-payments  objectives,  or  more  implicitly  through  their  behavior, 
express  an  effective  demand  for  reserves.  Unless  the  international  monetary 
system  is  capable  of  meeting  these  national  demands  in  the  aggregate  and 
changing  the  level  of  reserves  to  meet  changes  in  such  needs  over  time,  a 
satisfactory  reconciliation  of  national  balance-of-payments  aims,  and  there¬ 
fore  sustained  balance-of-p>ayments  equilibrium,  cannot  be  assured.  For  if 
reserves  are  not  adequate  to  these  demands  in  the  aggregate,  nations  are  in¬ 
capable  by  definition  of  reaching  their  desired  reserve  positions  simultane¬ 
ously.  A  decision  to  provide  the  system  with  too  few  reserves  induces — and 
sanctions — a  destabilizing  and  ultimately  fruitless  competition  for  scarce 
reserves.  Creation  of  too  many  reserves  pushes  too  great  a  share  of  the  adjust¬ 
ment  pressures  onto  surplus  countries  and  facilitates  world  inflation. 

15.  A  critical  defect  of  the  system  in  the  p>ast  was  that  while  it  tried  to 
pnxnise  unlimited  convertibility,  and  while  fundamentally  it  required  a  broad 
measuie  of  balance-of-payments  equilibrium  for  sustained  op>eration,  it  did 
not  provide  the  supply  of  acceptable  reserve  assets  or  the  discipline  on  ad¬ 
justment  p>olicies  necessary  to  achieve  these  objectives.  A  basic  feature  of 
the  U.S.  propiosal  is  that  nations  must,  through  the  process  of  negotiation, 
reach  a  collective  decision  on  the  appropriate  normal  stock  and  rate  of  in¬ 
crease  of  reserves,  and  be  prep>ared  to  accept  the  consequences  of  that  deci¬ 
sion  in  terms  of  their  own  individual  reserve  ptositions  and  their  own 
freedom  of  action  to  run  surpluses  or  deficits. 

16.  It  would  be  essential  in  the  proposed  system  that  countries  regard  their 
balance-of-payments  disequilibria,  whether  surplus  or  deficit,  as  a  source  of 
concern  before  the  agreed  indicators  came  into  play.  In  other  words,  coun¬ 
tries  would  not  be  expected  to  ignore  imbalances  blithely  until  their  dis¬ 
equilibria  had  become  so  extreme  as  to  prompt  strong  international  concern 
through  the  indicator  mechanism.  Reserve  fluctuations  would  signal  emerg¬ 
ing  disequilibria;  movement  to  outer  indicators  signalling  strong  interna¬ 
tional  concern  would  occur  only  when  countries  failed  to  make  the  appro¬ 
priate  responses  as  the  disequilibria  built  up. 

17.  Convertibility  itself  cannot  promote  adequate  or  equitable  adjust¬ 
ment.  Convertibility  is  in  that  sense  an  asymmetrical  tool,  op>erating  only 
on  deficit  countries.  In  the  framework  of  the  U.S.  proposal,  the  inherent 
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link  of  convertibility  to  reserve  fluctuations  would  result  in  broadly  symmet¬ 
rical  pressures  upon  surplus  and  deficit  nations. 

18.  In  short,  the  logic  of  the  U.S.  proposals  is  that  a)  better  balance-of- 
payments  adjustment  is  required  and  is  essential  to  the  maintenance  of  a 
convertibility  system ;  b)  such  an  adjustment  process,  in  turn,  requires  recog¬ 
nition  by  both  surplus  and  deficit  countries  of  their  obligations  and  respon¬ 
sibilities  to  take  action;  c)  in  that  context,  objective  indicators  of  the  need 
for  adjustment  are  essential;  d)  a  broad  equality  between  the  availabiliy  of, 
and  demands  for,  reserves  in  the  system  must  be  satisfied;  and  e)  all  of  these 
needs  can  be  brought  together,  in  the  context  of  a  system  of  established  ex¬ 
change  rates  supported  by  convertibility,  by  the  use  of  reserve  movements 
as  the  main  indicator  of  the  need  for  adjustment. 

IV.  DESCRIPTION  OF  THE  PROPOSED  ADJUSTMENT/RESERVE/CON- 
VERTIBILITY  SYSTEM 

19.  These  principles  could  be  incorporated  into  several  alternative  opera¬ 
tional  frameworks.  Such  alternative  formulations  could,  for  example,  (a) 
emphasize  the  use  of  net  or  gross  reserves  as  the  basis  for  measuring  fluctua¬ 
tions  in  reserves;  (b)  focus  attention  largely  on  changes  in  resei^es  from  an 
existing  starting  level  or  on  an  appropriate  distribution  of  individual  coim- 
tries’  reserves  in  relation  to  some  “objective”  standard;  and  (c)  provide  for 
either  relatively  narrow  or  relatively  wide  ranges  of  fluctuation  in  reserves 
before  international  disciplines  come  into  play.  While  the  imderlying  princi¬ 
ples  and  logic  of  the  various  approaches  would  be  broadly  similar,  the  par¬ 
ticular  formulation  chosen  would  determine  the  speed,  force  and  manner 
with  which  the  adjustment  pressures  would  operate.  For  its  part,  the  United 
States  wishes  to  continue  to  examine  the  advantages  and  disadvantages  of 
the  alternatives  with  care,  and  would  welcome  the  contribution  toward  this 
effort  that  others  can  make. 

20.  The  use  of  fluctuations  in  countries’  reserves  as  the  main  indicator  of 
adjustment  need  requires  a  judgment  about  a  “base”  level  and  trend  of  re¬ 
serves  for  each  country.  Abstracting  from  transitional  problems  (noted 
later) ,  these  “base  levels”  could  be  established  in  several  different  ways.  For 
instance,  the  distributional  pattern  of  national  quotas  in  the  IMF  (allowing 
for  any  agreed  revisions  in  the  future)  might  represent  one  approach  toward 
determining  a  broadly  acceptable  distribution  of  reserves  in  normal  circum¬ 
stances.  Another  approach  would  be  to  give  heavy  weight  to  the  actual 
level  of  reserves  at  the  start  of  the  system  for  the  majority  of  countries,  rely¬ 
ing  on  separate  negotiations  for  those  countries  whose  reserves  at  the  start 
of  the  system  were  judged  to  be  seriously  excessive  or  inadequate.  Countries’ 
“base  levels,”  in  any  case,  would  be  expected  to  rise  over  time,  consistent 
with  collective  decisions  about  world  SDR  creation.  The  manner  in  which 
“base  levels”  should  be  calculated  would  clearly  be  a  rtiatter  for  careful  ne- 


gotiadon.  What  is  necessary  is  that  some  pattern  be  accepted  that  is  generally 
satisfactory. 

21.  Use  of  reserve  fluctuations  to  achieve  an  evenhanded  stimulus  to  ad¬ 
justment  will  require  a  broad  consistency  between  the  total  of  established 
“base  levels”  for  individual  coimtries  and  the  actual  supply  of  reserves  in  the 
system  as  a  whole.  Conceptiuilly,  in  a  system  which  did  not  provide  for  re¬ 
serve  currencies,  this  need  could  be  met  simply  by  assuring  that  the  aggre¬ 
gate  of  gold,  SDK’s  and  IMF  positions — that  is,  “primary  reserves” — equaled 
the  aggregate  of  countries’  “base  levels”  of  reserves.  If  in  such  a  system  ag¬ 
gregate  “base  levels”  were  above  total  primary  reserves,  a  destabilizing  and 
potentially  deflationary  competition  for  reserves  could  result;  if  “base  levels” 
were  below  the  total  of  primary  assets,  too  large  a  share  of  adjustment  pres¬ 
sures  would  be  shifted  toward  surplus  countries  and  world  inflation  might  be 
facilitated. 

22.  In  practice,  we  asstune  that  some  nations  will  wish  to  hold  foreign 
exchange  in  their  reserves  and  should  be  permitted  to  do  so.  Some  nations 
will  want  flexibility  of  reserve  management,  and  the  system  as  a  whole  will 
benefit  from  an  ability  to  resp>ond  flexibly  to  sudden  and  reversible  increases 
in  the  need  for  liquidity  during  periods  of  strain  related  to  speculative  or 
other  factors.  Thus,  in  structuring  the  proposed  system  consideration  will 
need  to  be  given  to  the  complication  introduced  by  the  existence  of  a  pos¬ 
sibly  fluctuating  margin  of  foreign  exchange  holdings.  In  a  convertibility 
system,  foreign  exchange  holdings  are  |X)tential  claims  on  primary  reserves. 
C!onsequently,  a  stable  system  must  provide  enough  primary  reserves  in 
relation  to  the  whole  to  meet  reasonable  demands  for  conversion  of  these 
potential  convertibility  claims  and/or  must  limit  demands  for  conversion 
by  individual  countries  that  would  otherwise  claim  an  excessive  proportion 
erf  the  available  supply  of  primary  reserves. 

23.  There  are  a  number  of  complementary  approaches  which  could  rec¬ 
oncile  the  existence  of  foreign  exchange  holdings  in  reserves  with  the 
stability  and  evenhanded  working  of  a  system  of  reserve  indicators.  One 
approach  would  be  to  equate  the  aggregate  of  “base  levels”  with  the  total 
of  primary  reserves  and  provide  limits  on  the  disproportionate  accumula¬ 
tion  of  primary  reserves  by  a  country  above  its  base  level.  Some  assurance 
against  excessive  claims  for  primary  reserves  growing  out  of  past  accumula¬ 
tion  of  foreign  exchange  could  also  be  provided  by  arrangements  providing 
for  bilateral  or  multilateral  funding  of  existing  foreign  exchange  reserves  to 
the  extent  the  holder  wished  to  fund  such  balances,  or  by  a  facility  for 
exchange  of  such  balances — initially  or  over  time — into  SDK’s.  These  as¬ 
pects  of  the  question  should  receive  careful  study,  but  are  not  further  con¬ 
sidered  here. 

24.  Under  a  reserve-indicator  system,  certain  points  would  be  established 
above  and  bdow  each  country’s  base  level  to  guide  the  adjustment  process 
and  to  assure  even-handed  convertibility  disciplines.  Such  points  would  be 
set  according  to  uniform  procedures  for  each  country,  and  could  be  de- 
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scribed  as  follows,  again  abstracting  from  special  arrangements  that  would 
be  appropriate  during  a  transitional  period.  (See  Chart  13.) 

a)  A  “low  point”  would  be  set  at  some  point  below  the  “base  level.” 
In  concept,  this  might  approximate  a  level  of  reserves  considered 
to  be  close  to  the  minimum  level  ordinarily  necessary  to  maintain 
confidence  and  to  guard  against  extreme  emergencies.  If  a  country’s 
reserves  fell  below  its  “low  point”  for  a  p>eriod  of  time,  definite 
adjustment  pressures  would  be  anticipated  and  acceptable  adjust¬ 
ment  measures  would  be  expected.  In  the  absence  of  adequate  pol¬ 
icies  over  a  specified  period,  international  sanctions — for  example, 
refusal  to  provide  credit,  or  loss  of  scheduled  SDR  allocations — 
might  become  effective.  Such  sanctions  would  be  avoided  only  if 
the  IMF,  through  approval  of  a  satisfactory  prc^am  of  adjust¬ 
ment,  made  a  finding  that  sanctions  were  not  warranted.  Nego¬ 
tiated  credits  to  deficit  countries  would  ordinarily  be  permitted — 
but  excessive  or  prolonged  borrowing  to  circumvent  the  indicators 
would  not  be  allowed. 

b)  A  “lower  warning  point”  would  be  set  at  a  point  between  a  country’s 
“base  level”  and  the  “low  point.”  Small  devaluations  would  be  freely 
permitted  a  country  at  any  time  its  reserves  were  below  its  base 
level.  Proposals  for  larger  devaluations  would  always  require  IMF 
approval;  such  propx)sals  would  not  ordinarily  be  looked  upon  with 
favor  imless  a  country’s  reserves  had  fallen  below  its  “lower  warning 
point.” 

c)  An  “outer  point”  would  be  established  above  a  country’s  “base 
level.”  As  a  country  moved  toward  its  “outer  point,”  it  would  be 
expected  to  apply  adjustment  measures  of  progresuve  intensity.  If 
reserves  rose  to  the  “outer  point,”  remained  at  or  above  that  level 
for  a  specified  period,  and  an  adequate  program  of  adjustment  were 
not  in  place,  international  action  to  induce  adjustment  would  take 
effect.  For  example,  the  IMF  might  authorize  other  countries  to 
impose  general  import  taxes  or  surcharges  against  the  country  con¬ 
cerned,  there  mig^t  be  a  loss  of  scheduled  SDR  allocations,  or  there 
mig^t  be  a  tax  on  the  country’s  excess  reserve  holdings  with  pro¬ 
ceeds  to  go  to  development  assistance.  Such  sanctions  could  be 
avoided,  or  post{)oned,  only  if  the  IMF  made  a  positive  finding  they 
were  not  warranted,  on  the  basis  of  an  agreed  program  of  adjust¬ 
ment — involving,  for  example,  major  moves  toward  liberalization  of 
import  restrictions,  r^oval  of  any  controls  on  the  outward  flow 
of  cafMtal,  provision  of  concessional  untied  aid,  or  revaluation. 
Standards  should  be  developed  for  judging  the  adequacy  of  such 
progranu  and  their  consistency  with  progress  toward  a  liberal  world 
economic  order.  If  reserve  gains  persisted  despite  the  agreed  pro¬ 
gram,  authorization  for  sanctions  would,  after  a  further  period,  take 
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Illustration  for  Individual  Country 
of  Reserve  Indicator  System 


If  reserves  remain  at  outer  point  for 
specified  period,  adjustment  measures 
required.  Interriational  sanctions  un¬ 
less  IMF  overrides. 
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If  reserves  remain  at  low  point  for 
specified  period,  adjustinent  measures 
required.  International  sanctions  un¬ 
less  IMF  overrides. 
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effect  In  any  event,  the  IMF  would  review  the  country’s  position 
periodically,  and  make  such  recommendations  and  authorizations 
as  it  deemed  appropriate. 

d)  An  “upper  warning  point’’  would  be  set  between  the  “base  level’’ 
and  the  “outer  point,”  analogous  to  the  lower  warning  point,  repre¬ 
senting  an  international  judgment  that  adjustment  is  called  for.  The 
IMF  would  be  expected  to  report  on  the  coirntr/s  balance-of-pay- 
ments  position  and  prospects,  and  revaluation  or  other  adjustment 
measures  would  be  anticipated. 

e)  Depending  on  the  volume  of  total  reserves  rdative  to  primary  re¬ 
serves  in  the  system,  this  “upper  warning  point”  might  coincide  with 
a  “convertibility  point”  representing  the  maximum  accumulation 
of  primary  reserves  for  each  country  that  would  be  justified,  con¬ 
sistent  with  the  level  of  aggr^ate  primary  reserves  in  the  entire  sys¬ 
tem,  for  the  convertibility  mechanism  to  operate  equitably  with 
re^yect  to  both  deficit  and  surplus  countries.  Both  to  provide  an 
incentive  for  adjustment,  and  to  prevent  countries  from  placing  fur¬ 
ther  convertibility  pressures  on  others,  a  country  reaching  such  a 
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“convertibility  pc^t”  would  be  unable  to  acquire  additional  pri¬ 
mary  reserves,  through  either  purchase  or  SDR  allocation. 

25.  A  reserve-indicator  system  such  as  the  one  sketched  above  should  be 
supplemented  and  elaborated  by  consultative  procedures  within  the  IMF 
concerning  adjustment  programs  and  problems.  For  such  procedures  to  be 
effective,  national  policy  officials  at  a  politically  responsive  level  should  be 
drawn  into  the  process.  Such  IMF  review  could  take  into  account  supple¬ 
mentary  criteria  in  considering  the  nature  and  magnitude  of  any  need  for 
adjustment. 

26.  Countries  would  not  be  expected  to  delay  adjustment  action  until 
they  had  reached  the  indicator  pc^ts.  The  purpose  of  a  reserve-indicator 
system  is  to  provide  strong  incentives  for  countries  to  act  in  limited  steps, 
using  a  variety  of  tools  suited  to  their  circumstances  before  their  situation 
becomes  so  urgent  as  to  involve  international  concern  and  action.  Moreover, 
while  countries  would  at  given  points  be  brought  under  overt  international 
pressure  for  adjustment,  they  would  still  have  a  range  of  policy  options  at 
their  disposal.  The  range  of  “acceptable  adjustment  measures”  for  the  sys¬ 
tem  would,  however,  be  limited  to  those  consistent  with  market  mechanisms 
and  a  liberal  world  trade  and  payments  order.  Exchange  rate  changes  are 
not  seen  as  the  only,  or  necessarily  the  most  desirable,  means  of  adjustment 
in  all  cases. 

27.  Even  though  the  aim  of  the  system  is  to  promote  equilibrium,  some 
scope  for  fluctuation  in  reserves  is  obviously  necessary  and  desirable.  No 
workable  system  can  or  should  try  to  assure  lock-step  economic  performance 
fnxn  124  nations  differing  greatly  in  size,  stage  of  development,  and  eco¬ 
nomic  circumstance.  Through  the  process  of  negotiation,  an  international 
consensus  should  be  reached  in  defining  the  indicator  points  so  as  to  get 
“enough”  elbow  room  for  some  fluctuation  in  reserves  to  meet  transitory 
payments  imbalances,  but  not  “so  much”  that  adjustment  is  inappropriately 
delayed. 

28.  The  reserve-indicator  system  should  be  designed  to  permit  countries 
maximum  flexibility  to  the  extent  compatible  with  maintaining  the  system’s 
basic  principles: 

a)  As  noted,  a  small  devaluation  without  requirement  for  approval 
might  be  permitted  at  any  time  a  country’s  reserves  were  below  base 
level.  Small  revaluations  might  be  permitted  at  any  time.  While  in 
practice,  situations  would  seldom,  if  ever,  arise  for  withholding 
international  approval  from  larger  revaluations,  restraint  will  con¬ 
tinue  to  be  necessary  to  guard  against  competitive  devaluaticxi. 

b)  A  country  could  opt  for  a  transitional  float,  under  agreed  rules,  in 
lieu  of  a  discrete  exchange  rate  change.  If  it  intended  to  reestab¬ 
lish  and  maintain  a  central  value  for  its  currency  within  a  given 
jjeriod,  a  reserve-deficient  coimtry  could  be  permitted,  under  suit¬ 
able  guidelines,  to  increase  its  reserves  toward  its  base  level.  If  a 
country’s  reserves  were  above  its  base  level  at  the  time  of  initia- 
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tion  of  the  transitional  float,  it  would  not  be  permitted  further 
reserve  accumulation. 

c)  A  country  could  depart  from  the  regime  of  established  parities  to 
float  for  a  period  of  indefinite  duration  but  only  if  it  adhered  to 
internationally  agreed  standards  that  would  assure  the  consistency 
of  its  actions  with  the  basic  requirements  of  a  cooperative  order. 
These  standards  would  relate,  for  example,  to  movements  in  its 
reserves,  its  intervention  policies,  elimination  of  controls  on  the 
inward  flow  of  capital,  avoidance  of  restrictive  trade  controls  im¬ 
posed  for  balance-of-payments  purposes  and  elimination  of  any 
existing  extraordinary  balance-of-payments  measures.  Exchange  rate 
systems  ncHninally  establishing  a  central  or  par  value  but  envisaging 
very  frequent  changes  such  as  those  now  in  force  in  some  less  devel¬ 
oped  countries,  could  be  integrated  with  this  rule. 

d)  Any  group  of  countries  in  the  process  of  forming  a  monetary 
union — with  an  implicit  high  d^ree  of  ix>litical  and  economic  inte¬ 
gration — could  choose  to  operate  as  a  unit.  In  this  instance,  the 
relevant  criteria  would  be  applied  to  the  unit  as  a  whole,  which 
would  be  expected  to  speak  with  one  voice  in  international  forums. 
The  reserve  norms  for  the  unit  would  have  to  be  recalculated  to 
reflect  external  trade  and  appropriate  treatment  of  intra-rmit  assets. 

e)  On  a  selective  basis,  consideration  should  be  given  to  special  ar¬ 
rangements  for  exclusion  from  reserves,  and  thus  from  measure¬ 
ments  of  adjustment  need,  of  an  “investment  fund”  of  foreign 
securities  or  other  foreign  assets  held  by  offlcial  agencies.  Such  funds 
might  be  appropriate  for  selected  countries  that  wanted  to  hold 
over  a  prolonged  period  of  time  within  official  accounts  (or  with 
official  inducements),  foreign  assets  for  long-term  investment  pur¬ 
poses.  Such  countries  could  be  asked  to  observe  certain  criteria  with 
respect  to  term,  size  and  nature  of  the  holdings.  Oil  producing 
countries  with  relatively  lai^e  external  assets  would  be  candidates 
for  such  arrangements. 

f)  Negotiated  official  credits  (including  IMF  credits)  should  be  per¬ 
mitted.  Satisfactory  procedures  for  the  recording  of  such  credits  un¬ 
der  the  reserve-indicator  system  would  need  to  be  devised. 

g)  In  general,  the  system  should  neither  ban  nor  encourage  official 
holdings  of  foreign  exchange.  However,  in  the  context  of  the  pro- 
pxMed  system,  such  holdings  would  presumably  not  loom  so  large 
relatively  as  in  recent  years.  Each  country  should  have  the  right  to 
place  limits  on  the  further  accumulation  of  its  own  currency  of 
issue  by  official  institutions  in  any  other  individual  country  or  group 
of  countries.  Each  country  that  chose  to  permit  foreign  official 
holdings  of  its  currency  must  provide  reasonable  and  normal  in- 
vestnftnt  facilities  for  those  holdings. 
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29.  The  United  States  proposal  neither  gives  ^)ecial  rights  to  nor  imposes 
special  obligations  on  any  country  or  group  of  countries.  It  assumes  a  mone¬ 
tary  system  in  which  all  countries  are  treated  equally.  All  would  have  the 
same  freedom  to  use  the  full  exchange  rate  margins  permitted  in  the  system. 
All  would  have  the  same  rights  to  allow  their  currencies  to  float,  transi¬ 
tionally  or  indefinitely,  under  the  same  internationally  agreed  rules 
behavior  and  surveillance.  All  maintaining  established  values  for  their  cur¬ 
rencies  would  have  the  same  obligation  to  assure  convertibility  of  their 
currencies — meaning  that  officially  held  balances  of  foreign  currencies  could 
be  freely  presented  to  the  issuing  country  for  conversion  into  primary  reserve 
assets,  with  the  choice  among  SDR’s,  reserve  positions  in  the  IMF  and  gold 
to  be  made  by  the  issuing  country. 

V.  TRANSITIONAL  ARRANGEMENTS 

30.  At  the  present  time  there  is  a  highly  unbalanced  pattern  of  reserves 
and  balance-of*payments  p>ositions  among  the  major  industrial  nations.  Un¬ 
questionably  there  would  be  a  need  for  special  transitional  arrangements  to 
put  into  being  the  system  proposed  by  the  United  States.  Various  approaches 
for  dealing  with  these  problems  can  be  developed.  For  example,  proposals 
that  have  been  put  forward  for  funding,  consolidating  or  otherwise  dealing 
with  foreign  exchange  balances  which  holding  countries  may  regard  as  ex¬ 
cess  may  be  particularly  relevant.  The  U.S.  has  an  open  mind  on  particular 
arrangements  that  might  be  proposed.  We  merely  want  to  note  that  some 
generally  acceptable  transitional  arrangements  are  necessary.  This  transi¬ 
tional  problem  is  not  unique  to  the  proposed  system.  Any  monetary  system 
based  up>on  concepts  of  equilibrium  and  convertibility  will  require  special 
measures  to  deal  with  transitional  problems. 

VI.  SOME  QUESTIONS  ABOUT  THE  PROPOSALS 

31.  Three  questions  which  might  be  raised  about  the  operational  feasi¬ 
bility  of  the  U.S.  proposal  are  discussed  below.  These  questions  could  arise 
under  any  system  based  on  reserves  as  an  indicator  of  adjustment  need. 
Indeed,  we  should  note  comparable  problems  will  arise,  perhaps  in  a  differ¬ 
ent  form,  in  any  par  value-convertibility  system,  and  often  in  more  severe 
form. 

32.  The  first  question  is:  Is  it  possible  to  define  reserves  so  as  to  assure 
they  are  useful  and  accurate  criteria? 

33.  Based  on  reserves  as  the  key  indicator  of  disequilibrium  and  the  need 
for  adjustment,  the  system  proposed  by  the  U.S.  depends  on  clear  and 
reliable  definitions  of  what  constitutes  both  primary  and  total  reserves,  to 
assure  that  they  give  the  appropriate  signals  in  a  given  situation  and  to 
assure  that  the  rules  cannot  be  easily  circumvented  by  artificial  reserve  trans¬ 
actions  or  conceahnent  of  reserves. 

34.  Primary  reserves  are  more  easily  defined.  They  would  consist  of 
SDR’s,  reserve  positions  in  the  IMF,  and  monetary  gold.  There  would  be 
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a  precise  and  known  amount  of  primary  reserves  for  each  nation  and  for  the 
system  as  a  whole. 

35.  Primary  reserves  would,  erf  course,  be  widely  transferred  among 
nations  for  settlement  purposes.  Primary  reserves  might  also  be  borrowed 
and  lent.  In  order  to  assure  the  consistency  of  the  aggregate  level  of  primary 
reserves  in  the  system  with  the  operatimi  of  the  system,  appropriate  rules 
would  need  to  be  devised  to  assure  against  double  counting  of  primary  re¬ 
serves.  For  example,  it  might  be  agreed  that  lending  and  borrowing  should 
not  increase  the  calculated  primary  reserves  of  the  borrower,  nor  reduce 
those  of  the  lender. 

36.  Definition  and  measurement  of  reserves  other  than  prinuuy  reserves 
have  in  the  past  been  more  com{rfioated  and  more  ambiguous.  Possibilities 
for  evading  the  adjustment  rules  might  arise  unless  there  were  agreement  on 
a  suitably  broad  definition  of  what  constitutes  reserves.  An  appropriate  ap¬ 
proach  to  this  problem  would  be  to  start  fnxn  a  very  broad  definitiem  of 
reserves — all  official  claims  chi  foreigners,  liquid  or  non-liquid,  whether  held 
by  w  on  behalf  of  the  monetary  authorities  or  by  other  government  agen¬ 
cies.  Exceptions  would  be  made  as  appropriate.  Long-term  aid  loans,  for 
example,  and  normal  export  credits  would  presumably  be  omitted;  approved 
“investment  funds,”  as  described  above,  would  be  excluded — thou^  care 
must  be  taken  that  such  fimds  not  be  used  as  a  subterfuge  for  reserve  in¬ 
creases.  At  any  rate,  with  experience  in  operating  the  system,  technical  dis¬ 
cussions  would  probably  help  to  refine  the  definitions,  so  as  to  reduce  the 
risks  of  window-dressing  and  make  the  system  function  as  effectively  as 
possible. 

37.  The  second  question  is:  How  do  we  deal  with  problems  of  heavy  spec¬ 
ulative  capital  flows? 

38.  Speculative  problems  will  be  a  factor  in  any  system — indeed,  they 
proved  to  be  a  critically  important  factor  in  the  Bretton  Woods  system.  The 
system  prop>osed  by  the  U.S.  actually  contains  a  number  of  features  which 
should  reduce  the  problem  of  speculation,  as  com{>ared  both  with  the 
past  and  with  other  approaches  to  reform  of  which  we  are  aware. 

39.  The  proposal  aims  at  a  system  \diich  fosters  balance,  and  prompt  ad¬ 
justments  to  restore  equilibrium,  through  a  variety  of  adjustment  measures. 
Thus,  the  persistent  payments  imbalances  which  in  the  past  were  a  major 
factor  in  generating  massive  speculative  capital  movements  would  be  elimi¬ 
nated  or  sharply  diminished. 

40.  With  the  system  based  broadly  on  the  concept  of  equilibrium,  it  can¬ 
not  be  overemphasized  that  national  behavior  which  is  truly  in  the  spirit 
of  this  concept  must  help  to  assure  that  crisis  points  are  not  reached.  The 
existence  of  the  various  indicator  points  on  reserve  movements  does  provide 
limits  on  disequilibria,  and  it  is  possible  that  movement  close  to  those 
limits  could  stimulate  some  speculative  activity,  just  as  very  large  reserve 
gains  or  losses'  trigger  speculative  activity  in  the  present  system.  But  fot 
fully  satisfactory  operation  of  the  system,  countries  should  endeavor  to 
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adjust  their  positions  as  the  disequilibria  emerge,  and  well  before  they 
reach  the  extremes,  both  because  of  the  consequences  involved  in  reach¬ 
ing  the  limits,  and  because  they  have  accepted  external  balance  as  a  practical, 
op)erative  balance-of-payments  objective.  If  a  country  persists  in  avoiding 
adjustment,  it  will  eventually — and  appropriately — ^be  subject  to  the  dis¬ 
ciplines  of  the  system,  including  speculative  pressures.  Much  as  in  the  past 
system,  adjustment  of  some  kind  becwnes  unavoidable  when  disequilibria 
become  extreme.  What  is  missing  in 'the  past  and  present  systems,  and  what 
^  the  proposed  system  attempts  to  provide,  is  a  real  incentive  for  needed 

adjustment  to  occur  before  it  is  forced  by  crisis. 

41.  Also,  the  pro]x>sal  has  to  be  looked  at  in  the  context  of  a  system  of 
adequately  wide  exchange  rate  bands,  which  would  be  expected  to  reduce 
the  prospect  for  large  capital  flows  significantly. 

42.  Nonetheless,  even  with  an  improved  adjustment  system  there  could 
still  be  some  question  of  whether  false  signals  could  result  from  speculative 
capital  flows.  The  answer  is  that  the  proposed  system  contains  several 

*  important  “safety  valves.”  First,  there  are  areas,  or  zones,  within  which 
reserves  can  move  in  response  to  speculative  or  other  pressures  without 

*  bringing  overt  international  requirements  for  adjustment  measures.  Sec<md, 
there  is  a  time  factor  envisaged  at  both  the  “low  point”  and  the  “outer  point” 
which  would  provide  scope  for  speculative  or  other  flows  to  occur  and  reverse 
themselves,  without  bringing  strong  international  action  to  induce  adjust¬ 
ment.  (This  factor  could  also  play  an  important  role  in  inhibiting  speculative 
movements  themselves.)  Third,  if  a  nation  were  pushed  across  its  “outer 
point”  by,  say,  a  heavy  inflow  of  speculative  capital,  and  remained  above 

>  that  jjoint,  it  need  not  necessarily  appreciate  its  exchange  rate — the  require¬ 

ment  is  for  any  “acceptable”  adjustment  program.  Fourth,  if  the  reserve 
t  increment  were  due  to  capital  inflows  based  on  unfounded  speculation 

on  an  exchange  rate  change — and  the  IMF  agreed  that  basic  adjustment 
was  not  needed — a  program  dealing  exclusively  with  that  problem  in  an 
internationally  acceptable  manner  would  presumably  satisfy  the  international 
community.  The  international  community  could  vote  to  override  the  reserve 
indicators  in  a  case  where  the  signals  are  judged  to  be  obviously  wrong. 

43.  In  discussing  these  “safety  valves,”  however,  it  should  be  remembered 

j  that  signals  are  not  necessarily  “wrong”  simply  because  sp»eculative  capital 

flows  arise — such  flows  may  indicate  a  genuine  need  for  adjustment  meas- 
,  ures.  The  system  cannot  enable  nations  to  avoid  needed  adjustments  simply 

by  blaming  their  problems  on  speculation. 

44.  The  third  question  is:  Aren’t  reserve  indicators  retrospective  and  in¬ 
sufficiently  refined,  panting  to  past  maladjustments  rather  than  present  or 
future  needs  and  unable  to  take  account  of  the  composition  of  the  balance  of 
payments? 

45.  Reserves  are  more  comprehensive,  more  reliable  and  more  quickly 
available  indicators  than  other  criteria  of  external  balance.  While  reserves 

'  may  be  distorted  in  the  short  nm,  no  other  single  series  provides  a  superior 
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basis  for  analysis.  In  a  convertibility  system,  reserve  data  are  necessarily  indic¬ 
ative  of  disequilibrium  in  the  adjustment  process;  this  has  always  been  un¬ 
derstood  in  terms  of  inducements  to  adjust  for  deficit  countries — and  the 
concept  applies  with  equal  logic  to  adjustment  needs  of  surplus  countries. 
While  other  data  may  provide  useful  information  affecting  international 
judgments  of  adjustment  need,  such  data  should  be  supplementary. 

4€.  It  would,  of  course,  be  helpful  to  have  reliable  indicators  of  future 
econ(xnic  performance.  But  we  don’t.  It  would  be  useful  to  know  each  na¬ 
tion’s  balance-of-payments  position  for  the  next  year  or  two  or  three — but 
the  present  state  of  the  art  does  not  provide  data  of  such  reliability  that 
governments  can  place  primary  reliance  on  them  in  formulating  policies  for 
the  future.  Nor  are  governments  likely  to  agree  on  any  given  assessment  of 
prospects.  Attempts  to  rely  on  such  projections  can  lead  to  endless  disputes. 
One  has  only  to  recall  the  discussions  prior  to  the  Smithsonian  Agreement,  of 
prospective  cyclically  adjusted  current  account  balances,  to  realize  the  op¬ 
portunities  for  disagreement. 

47.  The  U.S.  proposal  does  envisage  that  such  “supplementary  criteria” 
as  are  available  should  be  used  to  assist  the  reserve  indicators  in  pointing  to 
adjustment  needs.  In  particular,  some  countries  may  have  objectives  with 
respect  to  certain  elements  in  their  balance  of  payments,  such  as  for  the  cur¬ 
rent  account.  And  these  elements  in  some  cases  may  be  considered  more 
stable.  Since  inconsistent  objectives  in  that  respect  could  inhibit  the  process 
of  balance-of-payments  adjustment,  attention  to  current  account  results  and 
objectives  could  be  useful.  However,  in  the  end  we  will  require  a  consistency 
in  the  total  balance-of-payments  results  (as  reflected  in  reserve  movements) 
and  primary  attention  to  one  sector  of  the  balance  of  payments,  however  im¬ 
portant,  would  not  be  consistent  with  this  requirement. 
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REPORT  TO  THE  PRESIDENT  ON  THE  ACTTVITIBS 
of  the 

COUNCIL  OF  ECONOMIC  ADVISERS  DURING  1972 
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LETTER  OF  TRANSMITTAL 

CouNcaL  OF  Ekx)NOMic  Advisees, 
Washington,  D.C.,  December  29,  1972. 

The  President: 

Sm:  The  Council  of  Economic  Advisers  submits  this  report  on  its  activities 
during  the  calendar  year  1972  in  accordance  with  the  requirements  of  the 
Congress,  as  set  forth  in  Section  4(d)  of  the  Employment  Act  of  1946. 
Respectfully, 

Herbert  Stein,  Chairman. 
Ezra  Solomon. 

Marina  v.N.  Whitman. 
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Report  to  the  President  on  the  Activities  of  the 
Council  of  Economic  Advisers  During  1972 

The  Employment  Act  of  1946  established  the  Coimcil  of  Economic  Ad¬ 
visers  to  advise  and  assist  the  President  in  discharging  his  responsibilities 
under  the  act.  In  carrying  out  its  duties  in  1972,  the  Council  devoted  major 
attention  to  the  programs  and  policies  that  were  initiated  by  the  President’s 
New  Economic  Policy  announced  in  August  1971. 

Herbert  Stein  became  Chairman  of  the  Council  on  January  1,  1972, 
succeeding  Paul  W.  McCracken,  who  returned  to  the  University  of  Michigan. 
Mr.  Stein  is  on  leave  of  absence  from  the  University  of  Virginia,  where  he 
is  A.  Willis  Robertson  Professor  of  Economics.  Ezra  Sol(»non  served  on  the 
Council  throughout  1972.  He  became  a  Member  in  June  1971  and  is  on 
leave  of  absence  from  Stanford  University,  where  he  is  Dean  Witter  Pro¬ 
fessor  <rf  Finance. 

On  March  13,  1972,  Marina  v.N.  Whitman  became  a  Member  (rf  the 
Council,  filling  a  vacancy  created  by  the  departure  of  Mr.  McCracken  at  the 
end  of  1971.  Mrs.  Whitman  is  on  leave  of  absence  fnmi  the  University  of 
Pittsburgh,  where  she  is  Professor  of  Economics. 

Past  CowuU  Mtmbsrs  astd  their  dates  ef  service  are  listed  Mow 
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E<X)NOMIC  POLICY  MAKING  AND  THE  COUNCIL  OF 
ECONOMIC  ADVISERS 


RESPONSIBILITIES  OF  THE  COUNCIL 

The  central  responsibility  of  the  Council  is  to  contribute  economic  analy¬ 
sis  to  the  solution  of  public  policy  problems  that  warrant  the  attention  of  the 
Executive  Office  of  the  President.  In  the  Employment  Act  of  1946,  which 
created  the  Council,  the  primary  goal  mandated  by  the  Congress  was  “to 
promote  maximum  employment,  production,  and  purchasing  power.”  The 
Council’s  major  responsibility  continues  to  be  to  provide  the  President  with 
analysis  and  recommendations  directed  toward  reaching  that  goal.  The 
Council  furnishes  the  President  with  regular  reports  on  current  economic 
conditions  and  forecasts  of  the  economic  outlook.  Economic  studies  contrib¬ 
ute  information  for  Presidential  decisions  on  appropriate  px>licies  to 
achieve  greater  price  stability,  to  expand  employment  and  economic  growth, 
and  to  reach  balance  in  the  Nation’s  external  payments  p)osition.  In  1972 
p>articular  emphasis  was  placed  on  the  prt^r  evolution  of  aggregate  demand 
management,  the  op)eration  and  evaluation  of  the  price-wage  control  sys¬ 
tem  of  the  Economic  Stabilization  Program,  and  the  formulation  of  propo¬ 
sals  for  international  economic  reform. 

The  Council’s  role  has  broadened  far  beyond  the  primary  goal  of  macro- 
economic  policy  set  forth  in  the  Employment  Act.  Under  the  act,  the  Council 
is  also  given  respxmsibility  “to  appraise  the  various  programs  and  activities 
of  the  Federal  Government.”  Expierience  has  demonstrated  that  economic 
analysis  can  be  useful  in  dealing  with  many  issues  other  than  employment  and 
price  stability.  As  the  Council  has  become  increasingly  involved  in  a  broader 
range  of  subjects,  its  direct  advisory  role  to  the  President  has  been  expanded 
to  include  advisory  work  with  many  departments,  agencies,  and  offices  in  the 
executive  branch.  Members  of  the  Council’s  staff  maintain  close  working  re¬ 
lations  with  other  agencies  and  assist  in  evaluating  current  programs  and 
developing  new  ones. 

The  Council’s  activities  in  1972  covered  a  wide  range  of  economic  issues. 
The  Council  participated  in  areas  of  emerging  prominence,  including  the 
evaluation  of  science  policies,  the  development  of  programs  to  improve  en¬ 
vironmental  quality,  studies  of  productivity  in  the  food  sector,  and  an  inten¬ 
sive  review  of  the  Nation’s  energy  problems.  Contributions  were  made  to 
the  analysis  of  changes  in  tax  regulations,  social  security  benefits  and  financ¬ 
ing,  Federal  credit  programs  and  regulation  of  financial  markets,  as  well  as 
to  the  formulation  of  agricultural  programs,  review  of  the  timber  supply 
situation,  and  the  evaluation  of  housing  programs.  The  Council  continued 
to  analyze  the  problems  of  certain  regulated  industries,  particularly  trans¬ 
portation,  and  examined  several  aupects  of  national  growth  policy.  Work  in 
the  area  of  human  resources  included  a  review  of  manpower  programs  and 
the  study  of  a  variety  of  issues  in  health  and  education.  In  many  instances 
the  Council  provided  leadership  to  interagency  studies  in  these  fields. 
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The  problems  and  policies  of  intemati(»ial  trade  and  investment  con¬ 
tinue  to  be  a  major  concern  of  the  Council.  The  Council  helps  formulate 
the  Administration’s  position  on  overall  international  trade  policy,  and  it 
also  works  on  the  resolution  of  specific  trade  problems.  In  1972  the  Council 
contributed  to  decisions  on  meat  imports,  preparations  for  upcoming  trade 
legislation  and  negotiations,  and  studies  of  the  impact  of  direct  foreign  in¬ 
vestment  and  the  transfer  of  technology  abroad. 

The  Council  also  provided  liaison  with  the  President’s  Advisory  Panel  on 
Timber  and  the  Environment  The  Papel  is  expected  to  submit  its  rex>rt 
and  rectHiunendations  to  the  President  in  early  1973. 

In  September  the  President  announced  that  he  had  requested  the  Chair¬ 
man  to  organize  an  Advisory  Committee  on  the  Economic  Role  of  Women. 
The  Committee’s  purpose  is  to  expand  knowledge  of  the  role  of  women  in 
the  economy,  to  highlight  problem  areas,  and  to  ensure  that  the  economic 
interests  of  women  are  considered  in  the  formation  of  economic  policy.  The 
first  meeting  of  the  Committee  is  planned  for  early  1973. 

Early  each  year  the  President  submits  the  Economic  Report  of  the  Presi¬ 
dent  to  the  Congress  as  required  by  the  Employment  Act.  The  Council 
assumes  major  responsibility  for  preparation  of  this  Report  which,  together 
with  the  Annual  Report  of  the  Council  of  Economic  Advisers,  reviews  the 
progress  of  the  economy  over  the  past  year  and  outlines  the  Administra¬ 
tion’s  policies  and  programs  to  achieve  the  goals  of  the  act. 

POLICY  COORDINATION 

Much  of  the  Council’s  work  is  performed  through  joint  activities  with 
other  agencies  of  the  executive  branch.  The  “Troika”  system  is  the  main 
working  group  that  monitors  the  overall  performance  of  the  econmny,  ex¬ 
amines  the  economic  outloc^,  and  analyzes  stabilization  policies.  It  ensures 
close  working  relationships  between  officials  of  the  Treasury,  the  Office 
Management  and  Budget  (OMB),  and  the  Council.  A  group  of  senior  staff 
economists  from  all  three  agencies,  known  as  T-3,  conducts  studies  which 
are  submitted  to  a  seeond  tier  composed  of  a  Council  Member,  the 
economist  for  OMB,  and  the  Assistant  Secretary  of  the  Treasury  for  Eco¬ 
nomic  Policy.  This  group,  called  T-2,  reviews  the  analysis  and  clears  it  for 
consideration  by  the  Timka,  which  includes  the  Chairman  of  the  Council, 
the  Director  of  OMB,  and  the  Secretary  of  the  Treasury.  The  Troika  meets 
on  a  regular  schedule  every  2  weeks.  When  problems  or  concerns  are  such 
that  the  Chairman  of  the  Board  of  Governors  die  Federal  Reserve  Sys¬ 
tem  joins  the  Troika,  the  group  is  referred  to  as  the  “Quadriad.”  Both  the 
Troika  and  the  Quatdriad  meet  from  time  to  time  with  the  President. 

During  1972  the  Council  worked  closely  with  the  Cost  of  Living  Coun¬ 
cil,  which  supervises  the  Economic  Stalxlization  Program.  Mr.  Stein  is  Vice 
Chairman  of  this  group,  Mn.  Whitman  serves  cm  its  {banning  committee, 
and  senior  staff  economists  are  members  of  its  senior  review  group  and 
various  informal  woridng  groujis. 
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Tlie  Council  is  active  in  several  areas  of  work  coordinated  by  the  Council 
on  International  Economic  Policy  and  the  Domestic  Council.  The  Chair¬ 
man  also  served  as  a  member  of  the  National  Commission  on  Productivity, 
the  Regulations  and  Purchasing  Review  Board,  the  Projjerty  Review  Board, 
the  Oil  Policy  Ccxnmittee,  the  Joint  Board  <m  Fuel  Supply  and  Transport, 
and  the  Defense  Programs  Review  Ccxnmittee. 

In  addition  to  these  relatively  formal  groups  that  provide  for  coordina¬ 
tion  of  economic  analysis  and  policy,  the  Council  and  the  professional  staff 
served  as  members  of  approximately  30  other  interagency  working  groups, 
including  several  on  the  quality  of  Federal  economic  statistics. 

In  November  1972  the  President  announced  a  new  Council  on  EconcHnic 
Policy,  which  will  be  chaired  by  George  P.  Shultz,  the  Secretary  of  the 
Treasury.  The  Council  of  Ek:onomic  Advisers  will  be  a  member  of  the 
new  Council  and  will  participate  actively  in  many  of  the  working  groups 
that  will  be  the  main  vehicle  through  which  the  new  Council  will  function. 

The  Chsurman  and  Council  Members  appeared  before  the  Joint  Economic 
Committee  (JEC)  of  the  Congress  four  times  during  1972.  The  JEC,  like 
the  Council,  was  created  by  the  Employment  Act  of  1946.  The  act  requires 
the  JEC  “to  make  a  continuing  study  of  matters  relating  to  the  Economic 
Report*'  and  to  submit  its  own  report  and  recommendations  to  the  House 
and  Senate.  The  Council  testified  on  the  Economic  Report  before  the  JEC 
on  February  7  and  app>eared  again  on  July  24  in  connection  with  the 
midyear  review  of  the  economy.  In  addition,  the  Chairman  presented  testi¬ 
mony  with  Mrs.  Whitman  to  the  JEC  regarding  the  Economic  Stabilization 
Program  (April  14) ;  and  he  presented  testimony  with  Mr.  Solomon  during 
the  hearings  on  unemployment  problems  (October  26).  Mr.  Stein  also 
testified  before  two  other  congressional  committees  in  1972:  before  the 
House  Ways  and  Means  Committee  on  June  6  and  September  19  in  con¬ 
nection  with  raising  the  Federal  debt  ceiling  and  before  the  House  Ap¬ 
propriations  Committee  on  January  27  concerning  the  Federal  budget.  Mr. 
Solomon  testified  on  the  relation  between  the  Federal  budget  and  tlie 
economy  before  the  Senate  Appropriations  Committee  and  the  House  Ways 
and  Means  Committee  on  February  1. 

The  Council  maintained  an  active  role  in  the  growing  international 
dialogue  on  economic  policy.  The  Chairman  heads  the  U.S.  delegation  to 
the  Economic  Policy  Committee  of  the  Organization  for  Economic  Co¬ 
operation  and  Development.  He  also  serves  as  Vice  Chairman  of  the 
Committee.  Council  Members  and  senior  staff  economists  attended  meetings 
of  several  different  working  parties  of  the  Committee  during  the  year.  Mr. 
Solomon  and  Mrs.  Whitman  head  the  U.S.  delegations  to  Working  Party  II 
on  economic  growth  and  resource  allocation  and  Working  Party  IV  on  infla¬ 
tion,  respectively.  A  new  activity  was  initiated  in  March  when  Mr.  Solomon 
and  two  members  of  the  staff  met  in  Tokyo  with  officials  of  the  Japanese 
Economic  Planning  Agency  to  discuss  economic  issues  of  common  interest. 
In  September  a  six-member  delegation  from  Japan  came  to  Washington 
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to  continue  the  informal  discussions.  This  exchange  proved  to  be  produc* 
tive,  and  plans  are  being  made  to  continue  it  in  1973.  The  Council  was  also 
host  to  a  delegation  from  the  Economic  Council  of  Rcxnania  in  March 
1972.  The  delegation  was  headed  by  Manea  Manescu,  Chairman  of  the 
Economic  Council  and  one  oi  Rcxnania’s  Vice  Presidents. 

PUBLIC  INFORMATION 

The  annual  Economic  Report  is  the  principal  medirun  through  which  the 
Council  informs  the  public  of  its  work  and  its  views.  It  is  also  an  in^rtant 
vehicle  for  presenting  and  explaining  the  Administration’s  overall  economic 
policy,  both  domestic  and  international.  Distribution  of  Reports  in  recent 
years  has  averaged  about  50,000  copies.  The  Council  also  assiunes  primary 
responsibility  for  the  monthly  Economic  Indicators,  a  puUication  prepared 
by  the  Council’s  Statistical  Office,  under  the  supervision  of  Frances  James. 
The  Joint  Economic  Committee  issues  Indicators,  which  has  a  distribution 
of  approximately  10,000  copies. 

Information  is  also  provided  to  the  public  through  the  speeches  and 
participation  in  seminars  and  panels  by  the  Chairman,  the  Members,  and 
the  senior  staff  economists  throughout  the  year.  The  Council  held  frequent 
press  conferences  during  1972  to  comment  on  important  economic  statistics 
shortly  after  they  were  released.  Each  year  the  Council  answers  numerous 
requests  from  the  press  and  provides  economic  information  in  response  to 
inquiries  from  individual  citizens.  In  addition,  the  Council  and  staff  sched¬ 
ule  visits  from  business,  academic,  and  other  groups  and  individuals  as 
often  as  they  can  without  interfering  with  other  responsibilities. 

ORGANIZATION  AND  STAFF  OF  THE  COUNCIL 
OFFICE  OF  THE  CHAIRMAN 

The  Chairman  is  officially  charged  with  reporting  the  Council’s  views  to 
the  President  under  authority  of  the  Employment  Act,  as  amended  in  1953 
by  Reorganization  Plan  No.  9.  He  performs  this  duty  throu^  direct  consul¬ 
tations  with  the  President,  regular  memoranda  tm  the  economy,  and  written 
submissions  on  special  issues  that  arise.  The  Chairman  represents  the  Coun¬ 
cil  at  meetings  of  the  Cabinet  and  in  many  other  formal  and  informal  con¬ 
tacts  with  Government  officials. 

COUNCIL  MEMBERS 

Together  the  two  Council  Members  are  responsible  for  all  subject  matter 
covered  by  the  Coimcil,  including  direct  supervision  of  the  woiir  of  the 
professional  staff.  Members  represent  the  Council  at  a  wide  variety  of 
meetings  and  assume  major  responsibility  for  the  Council’s  involvement  in 
many  activities.  One  of  the  Council  Members  automatically  becomes  Acting 
Chairman  whenever  the  Chairman  is  absent  from  Washington. 
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In  practice,  the  small  size  of  the  Council’s  staff  permits  the  Chairman 
and  Council  Members  to  work  as  a  team  in  most  circumstances.  There  is, 
however,  an  informal  division  of  subject  matter  between  them.  Mr.  Solo¬ 
mon’s  areas  in  1972  included  domestic  economic  and  financial  conditions 
and  outlook;  fiscal  policy  and  monetary  policy;  manpower  programs;  taxa¬ 
tion  and  social  security;  energ^y;  defense;  housing;  and  national  growth 
pc^cy. 

Mrs.  Whitman  is  responsible  for  the  analysis  of  intematicmal  economic 
developments  and  policy.  Other  areas  under  her  supervision  include  price 
and  wage  develojxnents,  particularly  the  Economic  Stabilization  Program; 
human  resource  programs;  industry  studies,  including  agriculture  and  trans¬ 
portation;  environmental  programs;  and  issues  related  to  regulated 
industries. 

PROFESSIONAL  STAFF 

At  the  end  of  1972  the  professional  staff  consisted  of  13  senior  staff  econo¬ 
mists,  two  statisticians,  and  eight  members  of  the  junior  research  staff.  Mem¬ 
bers  of  the  professional  staff  were  responsible  for  economic  analyses  and 
policy  recommendations  in  major  subject  areas  involving  the  Council’s  in¬ 
terests  and  responsibilities.  In  addition,  staff  economists  carried  out  many 
different  Council  and  interagency  assignments  requiring  a  broad  applica¬ 
tion  of  their  general  knowledge  and  analytical  skills. 

The  professional  staff  and  their  special  fields  at  the  end  of  the  year  were : 

S0nioT  Staff  Economists 


John  D.  Darroch . Prices  and  Industry  Studies 

Geza  M.  Feketekuty . International  Finance  and  Trade 

Murray  F.  Foss .  Economic  Analysis  and  Forecasting 

William  E.  Gibson .  Monetary  Policy,  Financial  and  Mortgage  Markets, 

and  International  Finance 

Ronald  F.  Hoffman .  Public  Finance  and  Social  Security 

Mary  W.  Hook . Business  Conditions  and  Forecasting 

William  A.  Johnsmi .  Energy,  Defense,  Urban  Economics,  and  National 

Growth  Policy 

Leo  V.  Mayer . Food  and  Agriculture 

Jime  A.  O’Neill .  Manpower  Programs,  Health,  Education,  Welfare, 

and  the  Economic  Role  of  Women 

Nicholas  S.  Pema .  Labor  Economics  and  Manpower  Programs 

Gary  L.  Seevers .  Special  Assistant  to  the  Chairman 

Robert  D.  ToUison .  Environment,  Industry  Regulation,  Research  and 

Development 

Robert  C.  Vogel .  Fiscal  Ptdicy,  Public  Finance,  and  Econometrics 

Statisticians 

Frances  M.  Junta .  Senior  Statistician 

Catherine  H.  Furlong .  Statistician 
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Junior  Staff  EeonomisU 


Pkul  W.  Boltz .  PuUic  Finance 

David  C.  Munro .  Economic  Analyais  and  Forecasting 

Andrew  J.  Safir .  Intematitmal  Finance  and  Trade 

Lydia  Segal .  Econometrics  and  Forecasting 

Mary  E.  Sullivan .  Financial  and  Mortgage  Mariiets 


Rtiaareh  Assistants  and  Inttms 

Zell  Berman 
Irwin  L.  Collier,  Jr. 

Robert  S.  Dohner 

Frances  M.  James,  Senior  Staff  Statistician,  continued  to  be  in  charge 
of  the  Council’s  Statistical  Office.  Miss  James  has  major  responsibility  for 
managing  the  Council’s  economic  and  statistical  informadon  system.  She 
supervises  the  publication  of  Economic  Indicators  and  the  preparation  of 
tables  and  charts  for  the  Economic  Report  and  for  a  wide  variety  of  meetings 
throu^out  the  year.  She  also  handles  the  fact  checking  of  memoranda, 
testimony,  and  speeches.  Catherine  H.  Furlong,  Dorothy  Bagovich,  V.  Madge 
McMahon,  and  Natalie  V.  Rentfro  assist  Miss  James. 

The  Council  conducts  a  student  intern  pix^r^j  employing  a  limited 
number  of  promising  graduate  and  undergraduate  students  of  economics 
for  temporary  periods,  particularly  during  the  summer  mcmths.  Interns  who 
served  during  1972  Wtere  Irwin  L.  Ck^lier,  Jr.  (Yale  University),  Robert  S. 
Dohner  (Harvard  University),  Eric  B.  Herr  (Indiana  University),  Susan  C. 
Nelson  (Princeton  University),  William  P.  Starnes  (Rice  University),  Mary 
E.  Sullivan  (University  erf  Minnesota),  and  Michelle  J.  White  (Princeton 
University) . 

Each  year  the  Council  obtains  the  consulting  services  of  several  ecexiomists. 
Coruultants  who  provided  services  during  1972  included  Alan  Greenspjui 
(Townsend-Greenspan  &  Co.),  Hendrik  S.  Houthakker  (Harvard  Univer¬ 
sity)  ,  Stephen  P.  Magee  (University  of  Chicago) ,  Themias  G.  M<x>re  (Michi¬ 
gan  State  University),  and  G.  Paul  Wonnacott  (University  of  Maryland). 
James  R.  Golden  (U.S.  Military  Academy)  was  a  member  of  the  professi<xial 
staff  during  the  summer. 

In  preparing  the  Economic  Report,  the  Council  relied  upon  the  editorial 
assistance  of  Rosannah  C.  Steinhoff. 

SUPPORTING  STAFF 

The  Administrative  Office  provides  administrative  support  for  the  entire 
Council  staff  including  preparation  and  analysis  of  the  Council’s  budget; 
procurement  of  equipment  and  supplies;  processing  of  legislative  referrals; 
distribution  of  Council  speeches,  reports,  and  congressional  testimony;  and 
responding  to  correspondence  and  inquiries  from  the  general  public.  James  H. 
Ayres  served  as  Administrative  Officer,  assisted  by  Nancy  F.  ^idmore,  Eliza¬ 
beth  A.  Kaminski,  Margaret  L.  Snyder,  Bettye  T.  Siegel,  and  D.  Qarolyn 
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Fletcher.  The  duplicating,  mail,  and  messenger  department  was  operated  by 
James  W.  Gatling,  Frank  G.  Norman,  and  Kharl  A.  Williams. 

Tne  secretarial  staff  for  the  Chairman  and  Council  Members  consisted  of 
Joyce  A.  Pilkerton,  Mary  Catherine  Fibich,  Alice  H.  Williams,  Mayme  Bur¬ 
nett,  and  Patricia  A.  Lee.  Secretaries  for  the  professional  staff  included 
Cheryl  L.  Green,  Dorothy  L.  Green,  Bessie  M.  Lafakis,  Jean  P.  Noll,  Julie  L. 
Ohner,  Eamestine  Reid,  Linda  A.  Reilly,  and  Lillie  M.  Stumiolo. 

DEPARTURES 

The  Council’s  professional  staff  is  drawn  primarily  from  universities  and 
research  institutions,  and  these  economists  normally  serve  for  1  or  2  years. 
Senior  staff  economists  who  resigned  during  the  year  were  Eric  A.  Hanushek 
(U.S.  Air  Force  Academy),  Alan  K.  McAdams  (Cornell  University),  Ed¬ 
ward  J.  Mitchell  (Cornell  University),  J.  Carter  Murphy  (Southern 
Methodist  University),  Mark  J.  Riedy  (Federal  Home  Loan  Bank  Board), 
Frank  C.  Ripley  (Data  Resources,  Inc.),  Bernard  Saffran  (Swarthmore 
College),  and  James  R.  Wetzel  (Board  of  Governors  of  the  Federal  Reserve 
System).  A.  Gilbert  Heebner  also  resigned  from  the  position  of  Special 
Assistant  to  the  Chairman  to  return  to  the  Philadelphia  National  Bank. 
Junior  economists  who  resigned  in  1972  were  Rayton  Gerald,  William  R. 
Keeton,  and  H.  Kemble  Stokes,  Jr.  Other  resignations  included  Daisy  S. 
Babione,  secretary;  Evelyn  D.  DeZeme,  research  assistant;  Karen  J.  Mac- 
Farland,  secretary;  Joanne  M.  Vinyard,  research  assistant;  and  A.  Keith 
Miles  of  the  Administrative  Office.  Laura  B.  Hoffman,  secretary,  and 
Eleanor  A.  McStay,  secretary,  retired  from  Federal  service  during  1972. 
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General  Notes 

Detail  in  these  tables  may  not  add  to  totals  because  of  rounding. 

Unless  otherwise  noted,  all  dollar  figures  are  in  current  dollars. 

See  Economic  Report  1972  for  data  for  intervening  years  not  shown  here. 
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K  Preliminary. 

_  _  Not  available  (also,  not  applicable) . 


191 


§  §  iiSiiiiiiS  iiiiSiiiii 


NATIONAL  INCOME  OR  EXPENDITURE 

Table  C-1. — Gross  national  product  or  txptnditurt,  1929-72 


Gro»  Ntt 

Total  ^  privata  axpoits 

,a  -S*  "Js* 

product  invoat-  aorv-  Total 


Govornmont  purchasos  of  loodt  and  aarvicat  * 


>  Saa  TaMa  C-12  for  datailad  componanta. 

•  Saa  Tabla  C-13  tor  datailad  componanta. 

•  Saa  Tabla  C-l  tor  axporta  and  importa  aaparataly. 

•  Nat  of  Govarnmant  aalaa. 

•  Thia  cataaory  corraaponda  ctoaaly  to  tha  national  dafanaa  claaaification  in  tfca  "Budial  of  tba  Unitad  Stataa  Govarnmant 
tor  tba  FiacalYaar  andini  Juna  30,  lS74." 

•  Chaniaa  ara  baaad  on  unroundad  data  and  tbaratora  may  diflar  aHfbtly  from  thoaa  obtainad  from  pabNabad  data. 
Sourca:  Dapartmant  of  Commaroa,  Buraau  of  Economic  Analyaia. 
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Ha 

paOt 

San- 

Wt 

TaW 

Ftai4  IsvMtMil 

CWap 

la  Wd- 

aan 

Wlaa 

TaW 

NiawaMialW 

>a^^ 

abae- 

lana 

m 

Slnie- 

Imi 

^Pn- 

Oacava* 

SanHa 

awi»- 

aNat 

HMataHSHMSan 

im . 

ISIS 

191S 

113 

SIS 

MO 

M4 

MS 

2S.$ 

IIS 

IIS 

114 

1$ 

INS . 

141.  S 

Ills 

13 

MS 

MO 

IS 

17 

7.S 

13 

4.3 

11 

-4.3 

IIN . 

20S.4 

1412 

11$ 

H.8 

M$ 

217 

21$ 

113 

IS 

14 

12 

1.2 

ISN . 

a7.{ 

1S17 

117 

M.S 

M4 

310 

211 

IIS 

IS 

111 

12 

IS 

INI. . 

MS.7 

1S14 

111 

MS 

M3 

41.0 

310 

22.2 

11 

14.2 

IS 

IS 

IStt . 

2S7.S 

1S1.4 

11.7 

S1.3 

M$ 

21.4 

17.3 

11$ 

4.S 

7.S 

4.9 

4.0 

1S«I . 

HM 

ISIS 

112 

M7 

H.S 

117 

11$ 

IIS 

IS 

7.2 

IS 

-.2 

ISM . 

3S1.S 

171.4 

14 

H.S 

M.7 

110 

IIS 

114 

IS 

1$ 

1$ 

-I.S 

ISM . 

3SS.2 

in.o 

IIS 

1017 

S7.7 

11$ 

22.0 

IIS 

17 

14.1 

IS 

-IS 

ISM . 

S12.S 

201$ 

21S 

110.S 

72.1 

$2.3 

42.3 

M2 

11$ 

17.7 

111 

110 

1N7 _ 

S0S.S 

2013 

217 

IMS 

73.4 

$1.9 

$1.7 

M2 

11.9 

24.4 

114 

-.2 

ISM . 

323.7 

210.9 

28.3 

1M7 

71S 

$0.4 

MS 

MO 

113 

217 

17.  S 

4.4 

ISM . 

324.1 

211$ 

214 

111$ 

77.  S 

MO 

$1.9 

M$ 

ll.S 

21$ 

17.4 

-IS 

ISM . 

3SS.3 

230.$ 

317 

1110 

SI.S 

M3 

$1.0 

37.$ 

117 

24.S 

21$ 

13 

ISSI . 

3S3.4 

232.S 

31.  S 

1119 

M.S 

70.0 

M.0 

M.$ 

14.1 

21$ 

11$ 

IIS 

ISM . 

3S5.I 

23S.4 

M.S 

120.  S 

H.S 

$0.$ 

$7.2 

M3 

117 

24.4 

IIS 

IS 

ISSI . 

412.  S 

2$0.S 

313 

1214 

Sl.l 

$1.2 

$0.2 

M7 

14.S 

21S 

IIS 

.9 

ISS4 . 

407.  S 

2S17 

314 

121$ 

MS 

M4 

$1.4 

MS 

112 

24.$ 

21.7 

-10 

ISS6 . 

43S.0 

274.2 

412 

131.7 

M3 

714 

MO 

41S 

112 

27.7 

211 

14 

ISM . 

44S.I 

2S1.4 

41.0 

1M2 

IMl 

713 

M.$ 

47.3 

11$ 

21S 

212 

IS 

ISS7 . 

4S^S 

2SS.2 

41.$ 

1M7 

IMO 

MS 

$7.0 

47.4 

112 

29. 1 

20.2 

1.2 

ISH . 

M7.3 

2M.1 

H.S 

140.2 

112.0 

$0.9 

H.4 

41.0 

11$ 

210 

20.S 

-l.$ 

ISM . 

47$.  S 

307.3 

417 

141 S 

Ills 

73.0 

MS 

44.1 

112 

27.S 

24.7 

4.S 

ISSO . 

4H.7 

3111 

41S 

149.  S 

121.S 

72.4 

MS 

47.1 

17.4 

21$ 

21.9 

!-> 

ISSI.. . 

4H.2 

322.$ 

41S 

1$10 

121$ 

H.0 

$7.0 

41$ 

17.4 

211 

21.0 

10 

ISSI . 

$2S.S 

3314 

412 

IMS 

131.1 

714 

n.4 

M7 

17.S 

31.7 

21S 

10 

ISH . 

Hl.O 

3U.3 

$17 

1S2.2 

1H.4 

Sl$ 

7$.  7 

$I.S 

17.  S 

MO 

24.S 

IS 

ISM . 

SSl.l 

3717 

$10 

170.3 

1414 

H.S 

SI.S 

$7.9 

111 

M7 

24.2 

IS 

ISSL . 

U7.S 

3H.7 

SIS 

171$ 

1M$ 

M2 

S0.1 

MS 

213 

MO 

21S 

10 

ISH . 

SSS.1 

4111 

71.7 

IH.O 

1M4 

109.3 

914 

74.1 

24.0 

Ml 

21.3 

lis 

ISH . 

ITS.  2 

430.1 

72.  S 

1M.2 

IH.O 

101.2 

M$ 

712 

22.4 

M$ 

20.4 

7.7 

ISH . 

7QS.S 

4317 

S1.3 

1S7.1 

1714 

10$.  2 

MS 

71$ 

214 

$2.2 

212 

14 

HH . 

721S 

4H.1 

SIS 

201.3 

1912 

110.$ 

ms 

Ml 

24.3 

MS 

217 

IS70 . 

722.1 

4n.o 

Sll 

207.0 

ms 

1010 

MS 

77.  S 

21$ 

MO 

213 

4.1 

isn . 

74L7 

4S14 

Sll 

211.1 

1M2 

ms 

10$.  s 

71S 

21$ 

MO 

29.1 

1$ 

IS7*» . 

7M.7 

$24.  S 

1011 

221$ 

201.2 

121S 

1113 

MS 

21S 

$1.3 

MO 

4.$ 

SMMMMV  ftdlMlarf  AMHal  mAm 

IHO;  1 . 

720.4 

474.1 

SIS 

2M.4 

ms 

1010 

101.0 

71S 

24.0 

MS 

212 

19 

II.... 

7212 

4719 

S17 

2010 

m2 

IMS 

100.0 

71S 

21S 

MO 

21.1 

1$ 

III.... 

72S.S 

4912 

SIS 

207.7 

IH.S 

1012 

101.3 

713 

21$ 

M7 

210 

4.S 

IV.... 

7110 

471$ 

719 

209.  S 

IH.S 

1012 

H.4 

71$ 

21S 

M7 

21S 

4.S 

IHI:  1 . 

731.9 

4012 

SIS 

2110 

1H.3 

10$.  0 

101.2 

713 

214 

$1.9 

219 

IS 

II.... 

737.9 

4U.0 

90.0 

211.2 

191.  S 

110.0 

1M.7 

714 

210 

$3.3 

213 

13 

III.... 

741$ 

M7.4 

K2 

211$ 

191 S 

107.3 

ms 

714 

21$ 

M9 

Ml 

.7 

IV.... 

7$4.$ 

$012 

914 

212.  S 

1910 

1110 

111.3 

79.2 

212 

$7.0 

311 

.7 

IS72:  1 . 

701$ 

511.0 

914 

2117 

197.7 

111$ 

1113 

U.I 

23.0 

M2 

M2 

.3 

II.... 

7n.9 

$219 

100.7 

220.1 

200.0 

1210 

1110 

n.$ 

a.o 

$0.4 

M4 

IS 

III.... 

7911 

$217 

104.$ 

221.9 

202.3 

121$ 

1113 

M2 

21$ 

$1.4 

Ml 

12 

IV  ».. 

S114 

$319 

1014 

22$.  3 

2M.9 

131.1 

1214 

97. 2 

Ml 

MO 

MS 

7.7 

Sm  iMliMtM  at  •!  taMa. 
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Table  C-2. — Gross  naSiorusl  protbie^  or  sxpmditisrt  in  1958  Mlars,  1929-72 — Continued 


Voor  or  quortor 

Not  osports  of  goods  ond 
sorvkoo 

Govornmont  purchosos  of 
goods  ind  sorvicooi 

Addon- 

Porcont  Chongs  from 
procoding  porlod  > 

Not 

oxports 

Exports 

Imports 

Total 

Fodoral 

State 

and 

Grots 

privita 

product 

Total 

gross 

nstionsi 

product 

Gross 

privsta 

product 

BIHIom  of  1951  doMors  | 

n 

1929 . 

1 

11.1 

10.3 

210 

15 

115 

Iflni 

1933 . 

H 

7.1 

7.1 

23.3 

10 

17.3 

127.5 

-1.9 

-17 

1939 . 

1.3 

10.0 

17 

35.2 

115 

217 

1117 

15 

14 

1940 . 

2.1 

11.0 

19 

31.4 

15.0 

21.4 

206.6 

15 

10 

1941 . 

.4 

11.2 

10.1 

56.3 

312 

20.1 

236.6 

111 

15.0 

1942 . 

-2.1 

7.1 

19 

117.1 

919 

113 

257.3 

12.9 

11 

1943 . 

-5.9 

11 

116 

164.4 

147.1 

116 

2711 

112 

11 

1944 . 

-5.1 

7.6 

114 

111.7 

165.4 

111 

211.9 

7.2 

12 

1949 . 

-11 

112 

119 

156.4 

139.7 

117 

212.5 

-1.7 

-1.5 

1940 . 

14 

116 

11.2 

414 

30.1 

114 

2711 

-12.0 

-16 

1947 . 

12.3 

216 

113 

39.9 

111 

211 

211.4 

-.9 

13 

1941 . 

11 

111 

110 

413 

23.7 

217 

295.0 

4.4 

4.1 

1949 . 

14 

111 

11.7 

513 

27.6 

25.7 

294.1 

.2 

-.3 

1950 . 

17 

113 

116 

511 

25.3 

2-5 

324.2 

16 

112 

1951 . 

5.3 

113 

14.1 

75.4 

47.4 

27.9 

344.6 

7.9 

13 

1952 . 

10 

112 

15.2 

911 

611 

214 

3512 

10 

15 

1953 . 

1.1 

17.1 

117 

99.1 

70.0 

29.7 

371.1 

4.5 

10 

1964 . 

10 

111 

15.1 

11.9 

56.1 

311 

3612 

-1.4 

-1.3 

1965 . 

12 

20.9 

17.7 

•5.2 

50.7 

34.4 

397.2 

7.6 

15 

1950 . 

10 

24.2 

111 

•5.3 

49.7 

35.1 

404.1 

1.1 

1.9 

1957 . 

12 

26.2 

119 

19.3 

51.7 

37.6 

410.5 

1.5 

1.4 

I960 . 

12 

23.1 

20.9 

94.2 

53.6 

40.6 

405.2 

-1.1 

-1.3 

1959 . 

.3 

211 

215 

94.7 

515 

412 

4314 

14 

7.0 

iwo  . 

4.3 

27.3 

23.0 

94.9 

51.4 

43.5 

444.0 

2.5 

14 

1961 . 

11 

21.0 

219 

100.5 

54.6 

419 

452.3 

1.9 

1.9 

1962 . 

4.5 

30.0 

25.5 

107.5 

10.0 

47.5 

4111 

16 

17 

1963 . 

16 

32.1 

216 

109.6 

59.5 

50.1 

5012 

4.0 

4.2 

1964 . 

13 

31.5 

212 

111.2 

511 

53.2 

532.0 

5.4 

17 

1965 . 

12 

37.4 

31.2 

114.7 

57.9 

511 

567.0 

13 

16 

1966 . 

4.2 

40.2 

36.1 

1215 

65.4 

61.1 

6015 

15 

14 

1967 . 

16 

411 

315 

140.2 

74.7 

65.5 

617.5 

2.6 

13 

1966 . 

1.0 

45.7 

44.7 

147.7 

711 

69.6 

647.0 

4.7 

4.1 

1966 . 

.2 

414 

413 

1419 

715 

714 

664.9 

2.7 

11 

1970 . 

12 

512 

510 

139.0 

14.7 

74.3 

661.3 

-.5 

-.5 

1971 . 

.1 

516 

515 

137.6 

10.1 

711 

611.0 

2.7 

10 

1972* . 

-1.1 

56.9 

517 

1419 

61.6 

11.3 

721.4 

15 

19 

SoosonoUy  odlostod  onnuol  rotos 

1970:  1 . 

mH 

■  1 

50.0 

1414 

69.0 

715 

659.5 

B! 

-16 

II . 

514 

1316 

64.1 

711 

662.3 

1.7 

Ill _ _ 

415 

137.5 

619 

74.6 

666.1 

KS 

13 

IV . 

1.9 

He 

50.1 

137.3 

611 

75.1 

657.4 

-4.1 

—5. 1 

1971:  1 . 

17 

53.0 

50.3 

1311 

612 

719 

MV 

17 

II . 

-.7 

53.0 

511 

517 

710 

17 

Ill  _ 

.1 

54.4 

54.3 

\mM 

1^^ 

717 

15 

IV  _ 

-1.6 

419 

51.7 

711 

7.2 

1972:  1 . 

-13 

55.6 

51.9 

1412 

62.1 

79.4 

7016 

15 

7.1 

II . 

-16 

54.2 

57.0 

1419 

617 

n.3 

7211 

14 

112 

Ill . 

-.7 

57.2 

57.9 

1416 

10.1 

•1.1 

734.5 

13 

IV  » . 

-.3 

60.5 

60.1 

143.0 

59.2 

13.1 

750.3 

15 

19 

•  Ntt  Of  Govornmont  solos.  ..  ^  ^ 

*  Chongos  oro  bosod  on  unroundod  doto  ond  thorofofo  nuy  diffor  slightly  from  thoso  obtoinod  from  poMishod  doto. 

Sourco:  Doportmont  of  Commorco,  Buroou  of  Economic  Anolysis. 
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Tablx  0-3. — ImpHeit  prict  deflaiars  for  gross  noHorud  product,  1929-72 
(Indtx  numbtn,  ItSS-lOOf 


Grots  privtto  dofflntic  invntmtirt  > 


Flxod  Invottmtirt 


Table  C-3. — Implicit  priu  dcJUoors  far  gross  national  product,  1929~72 — Continued 
Pndax  iNiniMn,  IIM-IOOI 


>  Stparat*  dtflaton  tra  not  avoiloMo  for  total  grots  prhrata  domotUc  invoatmant  ckango  in  tiusinott  invtnloriot,  and 
not  axporta  of  goods  and  sorvkos. 

>  Gross  national  product  lost  compsnsation  of  gsnsral  govsmmont  smploysos.  Son  also  Tablos  C-i  and  C-10. 

Sours:  Dopartmsnt  of  ComoMRs,  Bursau  of  Economic  Analysis. 
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Table  C-4. — ImpHeit  priei  dtflators  and  alUrnativt  pric*  nuasurts  of  gross  national  product  and 
gross  prioats  product,  1939-72 


•  CbangM  art  baaad  on  unreundad  data  and  tbaratora  may  dillar  diibtly  from  tbota  obtainad  (ram  puMiabad  indaxat. 
Soarca:  Dapartmant  of  Cammarca,  Buraau  of  Economic  Analyait. 
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Table  C5-5. — Grou  national  prodttet  by  industry  in  1958  dollars,  1947-71 
IBWiem  01 1951  doHara) 


Yaar 

Total 

poaa 

na¬ 

tional 

pfoduct 

toi- 

forei- 

a^ 

llah- 

ariaa 

Con¬ 

tract 

con- 

atruc- 

tion 

Ma 

Total 

nufaetur 

Ou- 

rabla 

looda 

indua¬ 

triaa 

Df 

Non- 

duf^bia 

goods 

indua¬ 

triaa 

Trana- 

porta- 

tkm, 

com¬ 

muni¬ 

cation, 

and 

utili- 

tiaa 

Whola- 

aala 

and 

ratail 

trada 

financa, 

insur- 

afic«, 

•nd 

rtal 

•statt 

Strv- 

ic«s 

Gov- 

arn- 

mant 

and 

govsrn- 

mant 

antar- 

priaaa 

1047 . 

309.9 

17.9 

12.9 

91.6 

52.3 

39.4 

29.6 

52.7 

35.6 

30.6 

3^4 

1041 . 

323.7 

20.0 

14.1 

96.3 

55.0 

41.3 

30.4 

54.2 

36.5 

31.9 

33.2 

1049. . 

324.1 

19.4 

14.7 

90.9 

50.5 

40.4 

26.7 

55.2 

37.6 

32.1 

34.7 

1950.... . 

355.3 

20.4 

16.2 

105.5 

60.6 

44.7 

30.6 

60.4 

41.0 

33.1 

35.9 

1951 . . 

363.4 

19.5 

16.2 

116.2 

69.0 

47.2 

34.3 

61.4 

42.9 

34.0 

43.9 

1952 . 

395.1 

20.2 

16.3 

116.7 

71.5 

47.3 

34.6 

62.9 

44.7 

34.5 

47.2 

1953 . 

412.6 

21.2 

16.9 

126.6 

79.1 

49.5 

35.7 

64.9 

46.8 

35.3 

47.1 

1954 . 

407.0 

21.6 

19.3 

119.5 

71.2 

46.3 

36.4 

65.5 

49.6 

35.4 

46.1 

1955 . 

436.0 

22.1 

20.6 

133.6 

60.7 

52.9 

36.6 

71.6 

52.7 

36.2 

46.0 

1956 . 

446.1 

22.0 

21.6 

134.1 

79.4 

54.6 

40.5 

73.8 

54.6 

40.2 

46.2 

1957 . 

452.5 

21.5 

21.1 

134.6 

79.6 

54.9 

41.3 

75.1 

57.0 

41.6 

46.9 

1959 . 

447.3 

22.0 

20.7 

123.7 

69.6 

54.0 

40.6 

75.1 

59.2 

42.9 

47.3 

1959 . 

475.9 

22.3 

22.0 

136.9 

79.9 

59.0 

43.3 

60.6 

61.4 

45.1 

47.9 

1960 . 

467.7 

23.1 

21.7 

140.9 

61.0 

59.9 

44.9 

62.3 

64.1 

46.7 

49.2 

1961 . 

497.2 

23.4 

21.4 

140.4 

79.7 

60.7 

46.0 

83.5 

67.1 

46.3 

50.6 

1962 . 

529.6 

23.3 

21.7 

154.6 

90.0 

64.7 

46.9 

88.9 

71.2 

50.6 

52.6 

1963 . 

551.0 

24.0 

21.9 

162.4 

95.6 

66.8 

51.9 

92.6 

74.4 

52.2 

53.9 

1964 . 

581.1 

23.6 

23.3 

173.7 

102.4 

71.3 

54.7 

96.9 

76.3 

54.7 

56.1 

1965 . 

617.6 

25.0 

23.5 

190.5 

114.6 

75.7 

50.2 

104.6 

63.1 

57.7 

56.0 

1966 . 

656.1 

23.7 

24.7 

205.7 

125.1 

80.7 

64.0 

111.6 

66.6 

60.6 

61.6 

1967 . . 

675.2 

25.2 

23.1 

205.4 

123.9 

61.4 

66.5 

113.9 

91.6 

63.4 

65.5 

1966 . 

706.6 

24.8 

23.8 

219.2 

131.6 

67.4 

70.9 

120.6 

95.2 

65.6 

66.6 

1969 . 

725.6 

25.4 

24.1 

228.6 

136.9 

91.7 

75.4 

124.2 

95.5 

67.7 

70.3 

1970 . 

722.1 

26.1 

23.6 

217.8 

125.6 

92.0 

77.4 

126.6 

95.6 

66.7 

70.0 

1971 . 

741.7 

26.9 

24.0 

221.4 

125.6 

95.7 

60.9 

131.9 

96.6 

69.5 

70.0 

17.1 

14.3 


11.0 

11.1 


1  Mininf,  rast  of  tha  world,  and  rtiidual  (tha  diffaranea  batwaan  iroas  national  product  maaiurad  aa  aum  of  final  prod* 
ucta  and  iroaa  national  product  maaaurad  aa  aum  of  froaa  product  by  induatriaa). 

Sourca:  Dapartmant  of  Commarca,  Buraau  of  Economic  Analyaia. 
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Table  C-6. — Grtts  tutimal  bp  tfpt  prodmt^  1929-72 


Table  C-7. — Grou  nationat  prodttct  by  major  lyp*  of  prodmt  ifi  1958  dollars,  1929-72 
(BMIoms  tl  IKS  (toNartl 


Table  0-8. — Orvs  nativmal pro^t:  Rteripb  tmi  utptnJitmru  by  wugm  tcommie  groups,  1929-72 
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Table  C-8. — Gross  ruttiortal  product:  Receipts  and  expenditures  by  major  economic  groups, 
yfl?9-72— -Cootinu^ 


[Billiom  of  doflaral 


>  Personal  income  less  personal  tax  and  nontax  payments  (fines,  penalties,  etc.). 

>  Government  transfer  payments  to  persons,  fbreifn  net  transfers  by  Government,  net  interest  paid  by  fovernment, 
subsidies  less  current  surplus  of  government  enterprises,  and  disbursements  less  wage  accruals. 

*  Capital  consumption  allowances,  corporate  inventory  valuation  adjustment  and  undistributed  corporate  profits,  and 
private  wage  accruals  less  disbursements. 

f  Private  business  investment  purchases  of  capital  goods  by  private  nonprofit  institutions,  and  residential  housing. 
See  Table  C-13. 

•  Net  foreign  investment  less  capital  grants  received  by  the  United  States,  with  sign  changed. 

Source:  Depertment  of  Commerce,  Bureau  of  Economic  Analysis. 
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Table  C-10. — Cross  tutitmal  prodttet  by  ssetor  in  1958  dollars,  1929-72 
IBUHoMaf  lIHdoaaral 


Total 

Yaar  or  iron 

quartar  national 

product 


6raaa  privala  product  > 


Hauaa- 

Mdi  Raatof 
I  I  I  and  the  world 

Total  Nonfarn*  Farm  InaUtiitiont 


SggggHgUy  mmmmI  I 


720.4 

723.2 

72I.I 

711.0 

731. 

737. 

742. 

7S4. 

m. 

7B3. 

7M. 

... 

•IL 

•14.7 

24.1 

•17.1 

212 

•20.1 

24.S 

•11.2 

•23.  • 

•2B.3 

•33.* 

•44.1 

214 

•SB.2 

211 

•714 

214 

1  7010 

I  Gron  natianal  product  Ian  companaalion  of  lanaral  lavarMnant  awplairan. 
<  Indudn  companaalion  of  amployan  in  lovarnmant  antarpriaaa. 

•  Cempanntion  of  fonaral  lavarninant  amployan. 

Saurca:  Oapartmant  of  Cammaica,  Bureau  of  Eceaamic  Analytia. 


um  II 


Tabu  C-1  1. — Gnss  product  originating  in  nonfinancial  corporations  and  Collar  costs  ptr  unit  of 

output,  194S-72 
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§§  iSlig  nm  ^mi  min  isi  i  i  §§is  issi  §§i 


Tabu  C-12. — Pnsmai  emutmpHom  txptndiivu,  1929-72 
of  4oHsfs| 


I  InctudM  eonwmtr  purdMstt  of  mobilo  homos. 

*  Indudos  jmputod  ronUI  voluo  of  ownor-occupiod  dwoHincs. 


Sourco:  Doportmont  of  Commorco,  Buroov  of  Ecooomic  AnolyoK. 


sipfses  p?!?  ppfippppppp  ppppp?; 


Taus  G-\Z.— Gross  private  domestic  investment,  1929-72 


Sou  ret:  Otpirtmtflt  of  Commirct,  Burttu  of  Economic  Analirtis. 
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Table  C-14. — Relation  oj  gross  national  proimt  and  national  income,  1929-72 
IBUUom  oI  doMartI 
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Taslb  0-15. — Natimtl  imtmt  hy  typ*  oj  inemu,  1929-72 
{lilliM*  •!  Mlara] 


Corporate  promt 

Componntteo  ol  Botlnott  md  pro-  tnd  Invoirtory 

omployoot  fottioMi  Itieoiin  valuatioii 

In-  odluttmont 

Totel _ coffio  Rontel  _ _ , _ 

ite-  o(  in-  Not 


i  NatteMl  incomo  It  tbo  total  not  incoma  aarnod  in  production.  It  diffort  from  frott  national  product  mainly  in  tMt  it 
aidudat  dapraciation  chariot  and  othar  aNowancat  ter  butioatt  and  intUtutional  contumption  of  durabla  ctpitel  loodt, 
Md  iwdiffct  imtinftf  ttKMo  S#9  TtMi  C-14. 

>  Empteyar  contributiont  ter  tocial  inturanca  and  to  private  pantion,  haalth,  and  vralfara  fundt;  compantation  ter 
ininriat;  diractort'  teat;  pay  of  tha  miUtery  ratarva;  and  a  faw  othar  minor  itamt. 

'  Indudat  dUMO  in  invantortet. 

*  Saa  Tabte  C^ter  corporate  tu  liability  and  promt  after  tanat. 

Saurca:  Dapartmant  of  Commana,  Buraau  of  Economic  Analytit. 
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Table  C-16. — Rtlation  of  national  income  and  personal  income,  1929-72 
(BiUioM  of  doKanl 


Table  C-I7. — Disposition  of  ptrsonal  itieoms,  1929-72 


iMt:  Nrwnal  outlays 


Lan: 

Pat- 

Ptf. 

aonal  ^ 
nwMx 
pay- 
manta 


Par- 

sonai 

con- 

Total 

sump- 

tion 

aapand- 

ituroa 

manta 
to  lor- 
atinars 


BiMiona  of  doHara 


SaaaonaPy  adiuatad  annual  rataa 


867.  f  621.6  604. 

667.2  631.2  613. 

689. 1  641. 1  623. 

704.0  644.6  626.S 

726.7  646.4  646.0 

742.6  67L6  660.4 

76a  4  666.4  670.7 

76a  6  699.2  660.6  17.7 

770.6  714.9  66a  1  17.6 

762.6  732.6  713.4  lEO 

791  6  741  0  721  6  112 

6214  7610  7412  116 


Parcant  at  diapoaaMa 
paraonal  incoma 


Con- 
aump- 
Total  tion 
ajvand- 
ituraa 


92.6 

93.6 

93.6 

92.6  1  911 
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Table  C-18. — Total  and  par  capita  disposable  parsoaal  iacom*  astd  personal  consumption 
expenditures  in  current  and  1958  dollars,  1929~72 


OiipotaM*  parMMi  incoiii* 


ToM  (biHioM 
of  d^rs) 


Curroflt  IMI  CurrMl  IMI 
doHart  doHara  doilan  d^ra 


75.7  165. 

92.7  I  190. 
213. 
222. 


770.5  505.7 

792.0  571.4 

791.9  579.0 

929.4  597.9 


■  Popalatioi)  of  tha  Uaitad  Stataa  iadiHNai  turned  Farcaa  ovoraaaa;  iacladaa  Alaaka  aad  HaoraU  ba9iaaia9 19 
data  ara  far  July  1 ;  9«artariy  data  ara  far  aiiddla  of  pariod,  Intarpolatad  fraai  aiaatMy  data. 

Saarea:  Dapartaiaot  af  Comaiarca  (Baraaa  af  Ecaaaaiic  Aaaiyaia  aad  Baraaa  af  tha  CaaaaaX 
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Table  C-19. — Stmcts  tf  ptrmud  ineomt,  1929-72 
(BiHlont  of  doKarsI 


Wait  and  salary  diiburMmants>  Propriatort’ 

_  Ineomt 


Sat  footnotaa  at  and  of  taMa. 
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Tabu  C-19. — >SiNirMf  tf  pttsmal  imomt,  1929-72 — Continued 

[MUmmsIMImi] 


<  Tht  total  of  wa|0  and  salary  disbursomants  and  othor  labor  incoma  diffars  from  compansation  of  amployaas  in  TaMa 
C-15  in  that  it  axdudas  amployar  contributiona  for  social  insuranca  and  tba  axcaas  of  waia  accruals  ovar  waia  disbursa- 
manb. 

*  Includes  change  in  inventories. 

*  Nonegricultural  income  it  personal  income  exclusive  of  net  income  of  unincorporated  farm  anterpriaaa,  farm  wagaa, 
agricultural  net  interest,  and  net  dividends  paid  by  agricultural  eorporationa. 


Source:  Department  of  Commorca,  Bureau  of  Economic  Analysis. 


215 


Table  C-20. — Sowrcts  and  uses  of  gross  saving,  1929-72 
IBHIiom  of  doNors) 


Gro»  privito  savini  and  fovarnmant  aurplua  or  daficit, 
national  incoma  and  product  awounta 


Groaa  invaatmant 


Saaaonally  adjuatad  annual  rataa 


1«70: 1 . 

UI.3 

141.5 

11 . 

lusi 

153.9 

111.... 

Inn 

1513 

IV.... 

131.2 

157.0 

l»71;l . 

luu 

162.5 

II . 

Inti 

172.6 

III.... 

IM.6 

171.5 

IV.... 

ISM 

1715 

H72: 1 . 

1(3.  • 

171.6 

M . 

1610 

174.1 

III.... 

173.6 

1710 

IV  »... 

■  Allacatlain  of  apacial  drawlm  rifhta  (SDR). 

>  Nat  axparta  of  laodt  and  aarvicaa  laaa  not  tranafara  to  foraiinafa. 
•  Suntlu*  of  {32  miHian. 

<  Daficit  of  |41  mMiM. 

Saurca:  Dapartmant  of  Cammarca,  Buraau  of  Economic  Analyaia. 
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Tablb  C-21.— Aniiv  1946-72^ 

IBMiom  •(  MtonI 


I  Savlni  by  ho«it«boklt,  p«no«ul  trust  funds,  nonproM  institutions,  ftrms,  snd  otbor  noncorporsts  businsss. 

*  InduMs  conunorcisl  pspor  snd  miicsMsnnout  Rnsneial  ssssts,  nst  sbown  isptrststy. 

*  Consists  of  U.S.  Mvinp  bonds,  otbor  U.S.  Trossury  sscurltios,  U.S.  Gousrnmont  tftncy  sacsritios,  snd  Stats  snd  local 
obMgations. 

*  Indudos  Invsstnisnt  oompany  sbsrss. 

*  Privats  Ufa  insuranca  rssarvss,  priuats  Inaurad  and  noninsursd  ponsion  rsasrvss,  and  lovsrnmant  insuranea  snd 
poniion  rsaarvas. 

*  Security  eradit,  policy  loans,  noncorporsts  businsss  mnitpaia  debt,  and  otbor  dsbt 
Sourca:  Board  of  Qsssrnors  of  tbs  Fsdaral  Rassrvs  Systsm. 
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Tabu  C-22. — Numbtr  mtd  moiuy  ineom*  (in  197!  doUnrs)  ^famUiu  md  wntlaUd  individuals 

ky  raci  ktad,  1947-71 


N«cra  ind  otiwr  racM 


>  TIm  tarin  "fimily”  rtftn  to  i  iroup  •(  two  or  mort  ptraons  rtlalwl  by  Mood,  marriofo,  or  adoption  ond  rosidhig 
toMthor;  aH  aoch  poraont  aro  conaioorod  mambort  of  tho  umo  family. 

*  kaod  an  raviaad  mothodolocy. 


*  Tbo  form  “onralatad  individualt''  rofort  to  poraont  14  yoart  oM  and  ovar  (otbor  than  inmatoa  of  inatitiitiona)  wbo  aro 
not  livini  with  any  ralativoa. 


Soorto:  Dopartmant  of  Coaamorco,  Buratn  of  tbo  Canaw. 


POPULATION,  EMPLOYMENT,  WAGES,  AND 
PRODUCTIVITY 


Table  C-2S. — Poptdmtim  hf  agt  groups,  1929-72 
(TIiMmid*  of  ptnoMl 


Joly  1 

ToW 

A|o(jroan) 

UoOorS 

S-15 

10-10 

S0-S4 

ss-u 

45-n 

SSMd 

ovtr 

ita . 

lSl,7t7 

11,734 

Si.  000 

0,137 

10,  on 

31I0S 

St  070 

1474 

ins . 

1SS,570 

10.01S 

so,  007 

0,303 

ItlSS 

37,310 

St  on 

7,3n 

im . 

ISO,  000 

10,410 

SS,170 

O^ISS 

It  510 

31354 

31033 

1W4 

IMO . 

1SS.1SS 

10,S70 

S4.S11 

o.on 

iton 

Sion 

sisn 

1031 

mi . 

1SS,40S 

10,050 

M.S10 

s.on 

itn7 

41  sn 

31710 

isn 

ms . 

1S4,IM 

11,301 

S4.S31 

0,730 

It  055 

41  ni 

37.  in 

isn 

it« . 

1SI.7S0 

IS.  010 

Hon 

o.n7 

It  on 

4t4S0 

37,071 

1007 

mi . 

lSi.S07 

IS.  SSI 

S3,  on 

0,501 

itoos 

41010 

31  in 

11147 

ms . 

moso 

IS.  070 

S3. 007 

oini 

It  on 

41531 

Sion 

urn 

m< . 

141,300 

1S,S44 

S4.103 

0,110 

It  on 

HOST 

Sion 

11030 

m; . 

144,  ISO 

14.400 

S4,4a 

0,007 

It  014 

41057 

31  in 

Itm 

m< . 

140,  U1 

14,010 

ss.sn 

i.ns 

itm 

Hsn 

31  ni 

itsn 

ISM . 

m  100 

is.n7 

S5.ns 

s,7n 

itsn 

44,010 

31405 

It  031 

im . 

1SS,S71 

10,410 

SS.7S1 

0,543 

It  on 

41 073 

31  on 

11307 

IKl . 

IHOTO 

17.  sn 

S7.S70 

i.4n 

itsss 

nin 

St  303 

It  ns 

ins . 

1S7,$S3 

17,  sis 

30,004 

0.414 

It  350 

41  in 

St  on 

11  sn 

1H3 . 

100,104 

17,  on 

n.ss7 

i.4n 

Itoos 

41 7n 

31  sn 

11017 

im . 

10S,0SS 

ll,0S7 

31,  in 

0.037 

10,033 

47,  ni 

sins 

14,070 

i» . 

ISO,  ni 

lasn 

ss.its 

0.744 

10, 714 

47.  m 

31  sn 

14.535 

im . 

100,003 

10,003 

33,004 

0.010 

10,010 

47.370 

34.057 

lion 

1K7 . 

171,104 

10,404 

35.  STS 

o,in 

10.  on 

47.  in 

34,501 

11  sn 

IKI . 

174,  SOS 

10,007 

30,445 

0,543 

11750 

47.  sr 

31  in 

lino 

im . 

177,030 

SO.  ITS 

37,3tt 

10,315 

non 

47,103 

31003 

usn 

im . 

100.071 

SO.  337 

30.  in 

10.  on 

It  1S4 

47.  in 

31  sn 

11070 

mi . 

in.  001 

SO:  SOI 

n.7S3 

11,073 

u.in 

47.  on 

31714 

17.  in 

ms . 

100,030 

SO. 440 

41,  m 

11.  SIS 

It  054 

47,  on 

37.  SSl 

17,470 

ms . 

in.  SIS 

SO.  310 

41.  on 

It  on 

It  707 

non 

37, 7n 

17, 7n 

im . 

101,  on 

S0.1S7 

4S.313 

It  737 

itsso 

noos 

31303 

11  in 

iitt . 

104.  sn 

10. 7n 

4S.S44 

itsn 

11755 

nois 

31007 

11  in 

IIK . 

in.sn 

10.171 

43.  on 

14.  sn 

lion 

no7o 

noio 

11733 

m7 . 

100. 71S 

10.SS0 

44.  SSI 

14.  SIS 

11SS7 

47.  in 

41350 

lion 

IMS . 

soasn 

17.  on 

44.  on 

11  in 

11 7n 

47,714 

40.  on 

11  sn 

im . 

SOS,  077 

17,  sn 

44,004 

lion 

11405 

noss 

41,454 

11754 

1170 . 

SOI. 070 

17,107 

44,730 

is,sn 

17.  in 

nils 

4ton 

31177 

1071 . 

S07.040 

17.  sn 

44,304 

IS.  on 

11  in 

nToi 

41343 

30,507 

107S . 

S00.S37 

17,  SIS 

43,  on 

15,033 

IISIO 

51  ISO 

41005 

Sion 

Noli.— IhcMoo  Annod  Foreoo  ooofoooi  bofbMioi  IMO.  loctadoo  Alooho  oiid  Ho««N  boEliiiilm  IWO. 
Soano;  Doportmoot  of  Comiooro,  •orooo  of  Iho  Conoiio. 
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Table  C-24. — J/oninstitutional  population  and  th*  labor  ferct,  1929-72 


Nonin- 

stitu- 

Total 

labor 

forca 

Civilian  labor  forct 

Untffl- 

ploy- 

mtnt 

Labor 
foret 
partiei- 
pation 
ratt 
(total 
labor 
forea  at 
ptretnt 

Yaar  or  month 

tional 
popu¬ 
lation  > 

(indud- 

Ini 

Armad 

Armad 
Forets  I 

Employmtnt 

rata  (p4r- 
esnt  of 
eivHian 

Forets) 

Total 

Total 

Afri- 

eul- 

tural 

Non- 

api- 

eul- 

tural 

Untm- 

ploy- 

mant 

labor 

forea) 

of  non- 
institu- 
tional 
popu¬ 
lation) 

Sm  footnote  at  tnd  of  tablo. 
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Table  C-24. — ^oniiutilutiotul  population  and  tk*  labor  Jorct,  1929-72 — Continued 


Yaar  or  month 

Nonin- 
atitu- 
tional 
popu¬ 
lation  > 

Total 

labor 

forco 

(indud- 

Ini 

Armod 

Forcoa) 

Armod 
Forcoa > 

Told 

ChrHIan  labor  forco 

Employmant 

Unant- 

ploy- 

ffiont 

Unam- 
ploy- 
Monl 
rata  (par- 
cant  of 
civilian 
labor 
forca) 

Labor 
forco 
partici- 
pdlon 
rate 
(tM 
la^ 
forca  aa 
porcont 
af  non- 
inatttu- 
Uond 

JX) 

Told 

A|ri- 

cul- 

turd 

Non- 

ed- 

turd 

SaaaonaHy  adjuatad 

1971:  Jan . 

141,500 

96,669 

2,976 

93,693 

79,679 

3,411 

75,269 

5,014 

6.0 

61.3 

Fab . 

141,670 

96,291 

2,950 

93,341 

79,441 

3,294 

75,147 

4,900 

5.9 

60.9 

Mar . 

141,995 

96,343 

2,930 

93,413 

79,417 

3,370 

75,047 

4,996 

6.0 

60.9 

Apr . 

Kam 

96,594 

2,992 

93,712 

79,736 

3,533 

75,203 

4,976 

5.9 

60.9 

May . 

142,295 

96,914 

2,950 

93,964 

79,906 

3,402 

75,504 

5,059 

6.0 

61.0 

Juno . 

142,492 

96,314 

2,916 

93,499 

79,653 

3,293 

75,360 

4,945 

5.9 

60.6 

July . 

142,695 

96,936 

2,797 

94,039 

79,095 

3,371 

75,724 

4,944 

5.9 

60.9 

Aui . 

97,146 

2,775 

94,371 

79,264 

3,399 

75,969 

5,107 

6.1 

61.0 

Soot . 

97,252 

2,749 

94,503 

79,476 

3,9H 

76,109 

5,027 

5.9 

61.0 

Od. . 

97,413 

2,717 

94,696 

79,739 

3,413 

76,325 

4,959 

5.9 

61.0 

Ho* . 

97,774 

2,696 

95,079 

79,997 

3,U7 

76,540 

5,091 

6.0 

61.2 

Dae . 

97,903 

2,659 

95,145 

90,040 

3,409 

76,631 

5,105 

6.0 

61.1 

1972: Jan* . 

144,697 

99,239 

2,594 

90,579 

3,397 

77,192 

5,065 

5.9 

61.0 

Fab . 

1U,996 

2,540 

EDEIl 

3,399 

77,225 

4,924 

5.9 

619 

Mar . 

145,077 

99,769 

2,504 

91,216 

3,460 

77,756 

5,049 

5.9 

61.2 

Apr . 

145,227 

99,647 

2,463 

91,209 

3,313 

77,996 

4,975 

19 

61.0 

May . 

145,427 

99,950 

2,419 

99,431 

91,459 

3,339 

79,120 

4,973 

19 

61.1 

2,393 

91,752 

3,331 

79,421 

4,902 

15 

61.1 

July . 

145,954 

99,995 

2,399 

99,597 

91,792 

3,443 

79,339 

4,915 

16 

61.0 

Aui . 

146,069 

rfrl 

92,061 

3,610 

79,451 

4,990 

16 

61.2 

Sapt . 

146,299 

1 1  iv'J 

92,256 

3,579 

79,677 

4,910 

15 

61.2 

Od. . 

146,499 

Wirttf 

92,397 

3,659 

79,739 

4,939 

15 

61.2 

HOV . 

146,709 

99,454 

Vxtti 

97,023 

92,525 

3,556 

79,999 

4,499 

12 

61.0 

Doc . 

146,923 

99,707 

2,440 

97,267 

92,790 

3,650 

79,130 

4,497 

11 

61.1 

1  Not  Mtionolty  •djustod. 

*0«ta  bttinning  win  1972  not  itriclly  comparaM*  wMi  prior  data  baeauaa  of  adioatmont  to  1970  Canaiis  data,  adiich 
addad  797,000  to  tha  noninstitiitioflal  popotauM,  333,000  to  tha  chriliaii  labor  (orea,  and  301,000  to  cMHao  amptoynioiit 
For  fortbar  dataOt,  aao  "Employmairt  and  Earninis,''  Fabraary  1972. 

Nota.— Labor  forco  data  in  TaMos  C-24  throujA  C-27  ara  baaad  on  booaobold  intarviowa  and  raialo  to  tbo  ealandar 
waok  indodini  tha  12th  of  tha  Month.  For  dalinitiona  of  tarma,  aroa  aamploa  naad,  hiatorkal  eoMparability  of  tha  data, 
coMparabiUty  nrtth  olhor  aorioa,  ate.,  aao  "Emptoymant  and  Earninia." 

Soaaonally  adjoatad  data  In  thla  taMo  have  boon  roviaod  and  do  not  agrao  with  thoao  pnMiabad  baginnini  Fabraary 
1972.  Thay  are  aobjaet  to  oorraetion  whan  tha  anneal  official  raviaian  of  dm  aorioa  ia  pobliabad. 

Soorco:  Oapartmont  of  Labor,  Buraan  of  Labor  Statiatica. 


m  ism  um  sisss  mn 


Table  C-25. — CivUian  mploymaU  and  wumploymmt  by  s$x  and  agt,  1947-72 
[Tkouundt  «f  ptnoM  U  ytirt  of  and  ovar) 


Uaaniplayniaat 


Nola.-Saa  Nota,  TaMa  C-24. 

SaaaonaHy  tdjuatad  data  in  tiiia  taUa  hava  boon  raviaad  and  do  not  afraa  witti  Hioaa  puUiaiiad  baginninc  Fabruary  1972. 
Tbay  ara  tubjaa  to  oorraction  ndian  tba  annual  oOlcial  raviamn  of  tha  aariaa  ia  puMiibad. 

Saurea:  Dapartmant  of  Labor,  Baraaa  of  Labor  StatMka. 
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Table  C-26. — SeltcUd  unemployment  rates,  1948-72 


(P«rcMt| 


Yaar  or  month 

All 

work- 

ars 

By  sax  and  aga 

By  color 

By  salactad  groups 

Labor 

forca 

tima 

lost* 

Both 

saxts 

16-19 

yaars 

Man 

20 

yaars 

and 

ovar 

Wom¬ 
an  20 

yaars 

and 

ovar 

Whita 

Nafro 

and 

othar 

racas 

Expa- 

risr*^ 

waga 

and 

salary 

work- 

ars 

Housa- 

hold 

haads 

Mar- 

riad 

man' 

FuU- 

tima 

work- 

ars> 

Blua- 

collar 

work- 

ars> 

1940 . 

3.8 

9.2 

12 

16 

IS 

19 

4.3 

4.2 

1949 . 

5.9 

13.4 

14 

5.3 

16 

19 

18 

IS 

14 

8.0 

1950 . 

5.3 

12.2 

4.7 

5.1 

4.9 

10 

10 

4.6 

10 

7.2 

1951 . 

3.3 

8.2 

2.5 

10 

11 

13 

17 

1.5 

16 

19 

1952 . 

3.0 

8.5 

2.4 

12 

2.8 

14 

13 

1.4 

15 

3.6 

1953 . 

2.9 

7.0 

2.5 

2.9 

2.7 

4.5 

12 

1.7 

3.4 

1954 . 

5.5 

12.6 

4.9 

5.5 

10 

19 

12 

4.0 

12 

7.2 

1955 . 

4.4 

11.0 

18 

14 

19 

17 

4.8 

18 

IS 

5.8 

1956 . 

4.1 

11.1 

14 

12 

16 

13 

4.4 

16 

17 

5.1 

S  1 

1957 . 

4.3 

11.0 

16 

11 

18 

7.9 

4.6 

18 

4.0 

12 

13 

1950 . 

6.8 

15.9 

12 

6.1 

11 

12.6 

7.2 

5,1 

7.2 

in  9 

t  t 

1959 . 

5.5 

14.8 

4.7 

5.2 

4.8 

10.7 

5.7 

16 

7.6 

16 

1960 . 

5.5 

14.7 

4.7 

5.1 

4.9 

10.2 

17 

17 

7.8 

17 

1961 . 

6.7 

16.8 

17 

13 

10 

12.4 

18 

4.6 

17 

9.2 

10 

1962 . 

5.5 

14.7 

4.6 

14 

4.9 

119 

16 

16 

7.4 

17 

1963 . 

5.7 

17.2 

4.5 

14 

10 

118 

15 

17 

14 

15 

7.3 

14 

1964 . 

5.2 

16.2 

19 

12 

4.6 

16 

10 

12 

18 

4.9 

13 

10 

1965 . 

4.5 

14.0 

12 

15 

4.1 

11 

4.3 

2.7 

14 

4.2 

13 

10 

1966 . 

3.8 

12.0 

2.5 

10 

14 

7.3 

15 

2.2 

1.9 

15 

4.2 

4.2 

1967 . 

3.8 

12.0 

2.3 

12 

14 

7.4 

16 

2.1 

1.8 

14 

4.4 

4.2 

1968 . 

3.6 

12.7 

12 

10 

12 

17 

14 

1.9 

1.6 

11 

4.1 

4.0 

1969 . 

3.5 

12.2 

11 

17 

11 

14 

13 

1.8 

1.5 

11 

19 

19 

1970 . 

4.9 

15.2 

15 

10 

4.5 

12 

4.8 

2.9 

16 

4.5 

12 

13 

1971 . 

5.9 

16.9 

4.4 

17 

14 

19 

17 

16 

12 

15 

7.4 

14 

1972 . 

5.6 

16.2 

4.0 

14 

10 

110 

13 

13 

18 

11 

IS 

10 

Saasonally  adjustad 

1971:  Jan . 

6.0 

17.3 

4.4 

17 

15 

15 

18 

17 

13 

15 

7.6 

15 

Fab . 

5.9 

16.6 

4.3 

17 

14 

16 

16 

16 

12 

14 

7.4 

14 

Mar . 

6.0 

17.1 

4.3 

19 

15 

15 

18 

16 

12 

IS 

7.4 

15 

Apr . 

5.9 

16.6 

4.3 

19 

16 

18 

17 

16 

12 

15 

7.5 

15 

May . 

6.0 

17.4 

14 

10 

16 

115 

19 

18 

12 

17 

7.5 

16 

Juna . 

5.8 

16.5 

13 

17 

13 

14 

15 

17 

11 

11 

7.1 

16 

July . 

5.9 

17.1 

13 

5.6 

14 

110 

16 

16 

11 

14 

7.2 

13 

Au| . 

6.1 

16.9 

15 

16 

16 

19 

17 

18 

12 

16 

7.5 

15 

Sa^ . 

5.9 

16.7 

14 

17 

14 

114 

17 

18 

13 

16 

7.7 

13 

Oct . 

5.9 

16.9 

13 

16 

13 

114 

IS 

IS 

10 

14 

7.1 

15 

Nov . 

6.0 

16.9 

14 

17 

16 

14 

17 

16 

13 

17 

7.5 

14 

Doc . 

6.0 

17.1 

14 

17 

14 

114 

18 

18 

12 

17 

7.5 

14 

1972:  Jan . 

5.9 

17.5 

12 

16 

13 

116 

16 

15 

10 

14 

7.1 

14 

Fab . 

5.8 

115 

11 

11 

11 

115 

14 

13 

18 

13 

7.0 

11 

Mar . 

5.9 

17.4 

12 

15 

13 

115 

15 

14 

10 

14 

19 

13 

^r . 

5.8 

16.7 

12 

14 

14 

16 

13 

14 

19 

14 

16 

13 

May . 

5.8 

15.7 

11 

17 

13 

117 

IS 

16 

19 

16 

10 

13 

Juna . 

5.5 

14.9 

10 

16 

10 

14 

10 

16 

19 

10 

14 

15 

July . 

5.6 

15.5 

19 

17 

10 

19 

13 

13 

17 

11 

14 

10 

Am . 

5.6 

117 

19 

IS 

11 

17 

13 

13 

16 

11 

15 

12 

Sapt . 

5.5 

112 

18 

14 

10 

112 

12 

13 

18 

10 

11 

19 

Oct. . 

5.5 

15.4 

19 

15 

10 

111 

12 

14 

IS 

10 

19 

10 

Nov . 

5.2 

116 

15 

10 

4.6 

18 

4.9 

19 

14 

4.6 

10 

14 

Doc . 

5.1 

117 

14 

11 

4.6 

16 

4.9 

19 

14 

4.7 

17 

14 

I  Mtrritd  mm  livini  with  thair  wim.  Diti  for  1949  ond  1951-54  art  for  April;  1950,  for  March. 

*  Data  for  1949-61  art  for  May. 

*  Inciudas  craftaman,  oparativas,  and  nonfarm  laborart.  Data  for  1940-57  ara  baaad  on  data  for  Jamiary,  April,  July, 
and  Octobar. 

*  Man-hours  lost  by  tha  unamployad  and  parsons  on  part-tima  for  aconomic  raasons  as  a  parcant  of  potantially  availaMa 
labor  forca  man-hours. 

Nota.— Saa  Nota,  Tabla  C-24. 

Saasonally  adjustad  data  in  tha  first  four  columns  of  this  taMa  hava  baan  raviaad  and  do  not  aoraa  with  thosa  pub- 
lishad  baginnini  Fabruary  1972.  Thay  ara  subjact  to  corraction  whan  tha  annual  official  raviskm  of  tha  sarias  is  publishad . 

Sourca:  Oapartmant  of  Labor,  Buraau  of  Labor  Statistics. 
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Tabu  C-27. — Unmploymtnt  by  Atration,  1947—72 


YMror  moirtk 


Total  un> 


atnploy- 

mont 


Duration  of  unamploymant 


Last  than 


S-14 


1S-2S 


27  wooka 


Avaraia 

(mun) 

duration 


S  woakt  waaki  waaki  and  ovar  in  waaks 


I  Bacawa  of  indapandant  taaaonal  adjuatmant  of  tka  varioua  aariaa,  dalail  will  not  add  to  totaia. 

*  Data  Mnnini  with  1972  not  atrktly  cooiparaUa  with  prior  data  bacauaa  of  adjuatmant  to  1970  Canaua  data,  which 
addad  32,000  ta  unamploymant  (dalail  1^  duration  not  awaibbla). 

Nola.-Saa  Note,  TaUa  C-24. 

SaaaonaHy  adjuatad  data  in  thia  taUa  ara  aa  publiahad  baginninf  Faburary  1972  and  tharalora  do  not  agraa  with  data 
ahown  in  TiUaa  C-24  through  C-26. 

Sourca:  Dapartmant  of  Labor,  Buraau  of  Labor  StatMlea. 
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Table  0-28. — Utumploymmt  iiuwrmet  programs,  uUettd  data,  1946-72 


Ymf  or  month 


1946.. . 

1947.. . 
19tt... 

1949.. . 

1950.. . 

1951.. . 

1952.. . 

1953.. . 

1954.. . 

1955.. . 

1956.. . 

1957.. . 

1956.. . 

1959.. . 

1960.. . 

1961.. . 

1962.. . 

1963.. . 

1964.. . 

1965.. . 

1966.. . 

1967.. . 

1968.. . 

1969.. . 

1970.. . 

1971  >. 

1972  ». 


1971:  Jan.. 
Ft6.. 
Mar.. 

Juno. 


July... 
Aof... 
Sopl.. 
OeT*.. 
Nov  *. 
Doc  >. 


1972;  Jan  >... 
Fab  ».. 
Mar ».. 
Aor  *.. 
May  >.. 
Juno  >. 


July 
Au| ».. 
Sopt  a. 
Oet*... 
Nov 
Dk  *.. 


All  proiramt 


Cov- 

arod 


ploy- 
moot  I 


31,856 

33,876 

34,646 

33,096 

34,308 

36.334 
37,006 
38,072 
36.622 
40.018 
42,751 
43.436 
44,411 
45,728 

46.334 

46,286 

47.776 

48,434 

49,637 

51,580 

54,739 

56.342 

57,977 

51,999 

59.526 


59,005 

57,776 

59,133 

58,834 

59,056 

•60,045 


Stato  programa 


JEM 

Total 

bensRts 

paid 

Mil¬ 
lions 
of  dol¬ 
lars)  >« 

Insured 

unem¬ 

ploy¬ 

ment* 

Initial 

claims 

Ex- 

hauv- 

tions* 

Insured  unem¬ 
ployment  as  per¬ 
cent  of  covered 
employment 

Benefits  paid 

Total 
(mil¬ 
lions  of 
dol¬ 
lars)* 

Aver- 

wX 

chacK 

(dol¬ 

lars)* 

Unad- 

iustod 

Saason- 

aly  ad¬ 
justed 

ands 

Weekly  average,  thousands 

PffCMt 

1,295 

189 

39 

4.3 

1,0919 

1150 

1,793 

997 

187 

24 

11 

7711 

17.83 

1,446 

1.328.7 

990 

200 

20 

10 

789.9 

1103 

2,474 

2,269.8 

1,973 

340 

37 

12 

1,7310 

2ia 

1,605 

1.467.6 

1,513 

236 

K] 

16 

KE  . 

2176 

1,000 

862.9 

969 

209 

18 

2L09 

1,069 

1.043.5 

1,IM4 

19 

2179 

1.067 

il  ivi  , 

990 

Bsl 

Bti 

16 

' 

2158 

1,870 

304 

34 

12 

2193 

1 

1,265 

226 

25 

15 

■  ^  : 

2104 

1 

'  ■ 

1,215 

227 

20 

12 

27.02 

1  .Ul 

1,446 

270 

23 

16 

2117 

V  '<'Vl 

1526 

369 

50 

14 

.  W 

3158 

1,684 

277 

33 

14 

30.41 

2,071 

1' 

1,909 

331 

31 

18 

!|! 

3187 

2,994 

4,359.1 

1290 

350 

46 

16 

3180 

1,946 

3,145.1 

1,783 

302 

32 

14 

3156 

•1.973 

3,025.9 

•1,806 

•299 

30 

13 

-  w  - 

3127 

1,753 

’,749.2 

1,605 

268 

26 

19 

3192 

1,450 

’  360.4 

1,329 

232 

10 

37.19 

1, 129 

1,061 

203 

13 

i  W  : 

3175 

1,270 

1,205 

226 

HI 

IS 

h  r,  . 

4L25 

1,187 

2. 19L0 

1,111 

201 

HI 

12 

^  3] : 

4143 

1,177 

’  29B.6 

1, 101 

200 

HI 

11 

1  E  , 

4117 

2.070 

i.  179. 1 

1,805 

296 

25 

3.8415 

5134 

1150 

295 

38 

1957.0 

5102 

2,185 

1,000.0 

1,850 

265 

37 

15510 

57.00 

3.193 

568.1 

1799 

427 

39 

Hn 

18 

527.2 

5183 

599.3 

1751 

321 

39 

18 

557.9 

5112 

;Mi.  1 

694.3 

1577 

275 

41 

19 

634.5 

5100 

589.8 

1293 

257 

a 

13 

10 

544.2 

5171 

472.5 

1001 

238 

42 

18 

12 

434.2 

5132 

494.0 

1,893 

250 

43 

16 

12 

451.4 

5109 

470.9 

1,993 

342 

37 

18 

11 

4210 

5147 

’j  ^ 

483.1 

1.912 

37 

16 

HSi 

5127 

"i'.t 

441.9 

1,739 

34 

13 

Kll 

5ia 

^  V 

409.0 

1,716 

32 

12 

Ktl 

53.46 

3 

451.9 

1,879 

32 

15 

Hil 

5196 

537.4 

1221 

358 

33 

12 

18 

54.58 

3.097 

597.7 

1524 

395 

40 

18 

14 

5135 

6313 

1492 

293 

40 

17 

15 

5171 

6812 

1279 

242 

40 

IS 

15 

57.21 

B'xt'il 

5114 

1005 

237 

43 

18 

16 

4719 

5190 

4717 

1,740 

216 

39 

13 

17 

429.2 

5132 

4210 

1,636 

250 

36 

11 

16 

3811 

5123 

2,087 

4010 

1,823 

321 

35 

14 

17 

364.3 

1.763 

405.3 

1,564 

33 

19 

14 

3115 

1,388 

29 

16 

14 

311.4 

1,357 

33 

15 

13 

290.3 

1,691 

4117 

1,507 

253 

31 

17 

13 

3914 

1,991 

4816 

1,804 

324 

33 

13 

10 

451.9 

57.02 

■  tndudoa  poraona  under  lha  State,  UCFE  (Fadoral  omployao,  alloctivo  January  1955),  and  RRB  (Railroad  Rotiramont 
Board)  programa.  Beginning  Oetobar  1958,  alao  indudoa  the  UCX  program  (unomploymont  componaation  lor  ox-aorvico- 
man). 

>  Indudoa  State,  UCFE,  RR,  UCX,  UCV  (unamploymont  compensation  for  votorans,  October  1952-January  1960),  aod 
SRA  (Sorvicoman  a  Roadjuatmont  Act  Saplamoar  1944-Sainambar  1951)  programs.  Also  indudoa  Fadoral  and  Stato 
axtendod  bonolit  programs. 

>  Covorod  workers  who  have  completed  at  least  1  weak  of  unomploymont 

•  Indudoa  bonoRta  paid  under  oxtondod  bonoRt  provisions  of  Stato  laws,  beginning  Juno  1958.  Annual  data  are  not 
amounts  and  monthly  data  are  gross  amounts. 

•  Individuala  receiving  Rnal  payments  in  bonoRt  year.  Data  for  Now  Joraoy  not  availaMs  for  April-Juno  1971. 

•  For  total  unomploymont  only.  Exdudoa  data  for  Now  Jersey  for  April-Oacombor  1971. 

•  Programs  Indudo  Puerto  Rican  sugarcane  workers  for  initial  datms  and  insured  una.nploymont  beginning  July  1963. 

•  June  1971  is  latest  month  for  which  data  are  avaUaMa  for  all  programs  combined.  Workers  covered  by  State 
programs  account  for  about  89  percent  of  the  total. 

Source:  Department  of  Labor,  Manpower  Administration. 
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Tabu  C-29. — Wmg€  mtd  saUry  wcrktrs  m  nonagriadturid  estabHskmmts,  1929-72  | 


(AM  Miplajrfw;  thwundi  of  poraom) 


Yaor  or 
Montii 

ToM 

waft 

and 

salary 

work- 

are 

MUiwfaetiirinf 

Min- 

iof 

Cart- 

tract 

con* 

stnc- 

tion 

Traao* 

porta* 

bon 

and 

pob- 

He 

otMi- 

tios 

Wbolo- 

sala 

and 

rataU 

trado 

R- 

nanca, 

itisar- 

anca, 

and 

raal 

astata 

Sarv* 

teas 

Govarnmant 

Total 

Dvra- 

blo 

foods 

Non* 

dora- 

Ma 

foods 

Fad- 

oral 

Stata 

and 

local 

ifi*  . 

31,33S 

10,702 

1,087 

1,497 

3,916 

6,123 

1,509 

3,440 

533 

5t9 

ltS3 . 

23,711 

7,3S7 

744 

809 

1,672 

4,755 

IJK 

t87S 

595 

2,601 

IW. . 

30.111 

10,278 

4,715 

S,SM 

854 

1, 150 

2,936 

6,426 

1,462 

t517 

9K 

lOM 

JMO . 

32,376 

10,  SK 

5,363 

5,622 

925 

1.2M 

3,038 

6,750 

1,502 

tui 

1206 

IMl . 

3S,S54 

13. 182 

6,968 

6,225 

M7 

1,790 

3,274 

7, 210 

1.549 

1921 

1320 

. 

40,125 

15,280 

8,823 

6,458 

992 

2,170 

3,460 

7,118 

1,538 

1270 

1*M . 

42,452 

17,602 

11.  OM 

6,518 

925 

1,567 

3.M7 

6,982 

1,502 

Kttrl 

1174 

1M4 . 

41,SS3 

17,328 

10,856 

6,472 

892 

1,0M 

3,829 

7,058 

1,476 

4,163 

t92S 

1116 

IMS . 

40. 3M 

15,524 

9,074 

6,450 

836 

1, 132 

3J06 

'  T 

1  la? 

A,  2Al 

y^ina 

3, 137 

IMC . 

41,674 

14,703 

7,742 

6;w 

862 

i;66i 

4,061 

Ivfc 

4;  719 

t2S4 

1341 

1M7 . 

43.  ni 

15,545 

8,3M 

7, 158 

9» 

1,982 

4,166 

1050 

1,H2 

1582 

IMS . 

44.  Ml 

15,582 

8,326 

7,256 

9M 

2,169 

4.1H 

;  u 

If  ry 

1,863 

1787 

IMS . 

43,778 

14,441 

7,4M 

6,953 

930 

tlK 

4.001 

JQ 

12M 

1,908 

19a 

IW . 

45,222 

15,241 

S,0M 

7,147 

901 

2.333 

4,034 

*  W 

1382 

1,928 

4,0M 

ISSl . 

47.S4S 

16,383 

8.  OH 

7,3M 

929 

t603 

4,226 

'■  C 

j 

1576 

t302 

1087 

II8^ . 

48,125 

16,632 

8,348 

7.2M 

8M 

2,634 

4,248 

•ifi  A- 

1730 

t420 

llM 

1M3 . 

50,232 

17,548 

10,110 

7,438 

866 

2,623 

4,2M 

t  tl 

Oatt- 

1H7 

t3K 

1340 

1154 . 

4S,022 

16,314 

9,129 

7,  IK 

791 

2,612 

4,0M 

■ 

t234 

6,002 

tlH 

1563 

ISSS . 

50,675 

16,882 

9,541 

7,340 

792 

2,H2 

4,141 

1 1 

6,274 

tl87 

1727 

1K5 . 

52,408 

17,243 

9,834 

7,409 

822 

2,9N 

4,244 

txgl 

6,536 

t209 

1069 

1557 . 

52. 8M 

17. 174 

8,856 

7,319 

828 

2,923 

4,241 

10. 8K 

t477 

1749 

t217 

1399 

1*51 . 

51,363 

15,  MS 

8,830 

7,116 

751 

2,778 

3,976 

10,750 

tS19 

1806 

tl91 

16a 

IKS . 

53,313 

16,675 

9,373 

7,303 

732 

2,960 

4,011 

11, 127 

7, 130 

t233 

1850 

IKO . 

54,234 

16,786 

9,458 

7,336 

712 

2.8K 

4,004 

11,391 

7,423 

t270 

6.083 

IKl . 

54,042 

16,326 

9,070 

7,256 

672 

2,816 

3,903 

11.337 

7.6M 

t279 

m2 . 

K.SK 

16,853 

9,480 

7,373 

650 

2.  M2 

3,906 

UJEH 

■  1"-  1 

tS40 

It, 

1163 . 

56,702 

16.  SM 

9,616 

7,380 

63S 

2,963 

3,903 

11, 778 

nttf 

9  Sy 

ISM . 

so;  331 

17,274 

9,816 

7;458 

3;  050 

iSsi 

It  160 

tM7 

i  TM 

7]  348 

ll 

IIM . 

60,815 

18,062 

10,406 

7,656 

632 

3,m 

4,036 

It  716 

3,023 

■M 

2,378 

7  ,  MS 

irn . 

63;S55 

18,214 

11, 2M 

7,930 

627 

3,275 

4, 151 

13  MS 

%  too 

9 

a,’ 227 

1*7 . 

65;  M7 

18,447 

11,439 

s;008 

613 

3;  208 

4;  261 

2;  719 

1679 

IMI 

67,  SIS 

18,781 

11,626 

8,155 

€06 

3,285 

4, 310 

2  737 

9  109 

ms . 

70. 2M 

20,167 

11, 8K 

t,ZJ2 

619 

X  43$ 

4,429 

■  rWitTi 

Hill' 1 

7, 758 

t  w 

1S70 . 

70.SS3 

18,348 

11,  IM 

8,154 

623 

3,381 

4,493 

14,914 

t,iuai 

11,61? 

2,705 

a  tsn 

1S71 . 

70,645 

is;  529 

10,565 

t.tu 

602 

3i411 

4i442 

i42 

irini 

2'66A 

l6|  191 

1S72». . 

72. 750 

18,828 

10,881 

s;oa 

607 

3;  520 

<495 

15,679 

3;926 

12;  309 

t649 

i0;639 

Sm  footnolos  at  omI  of  toMo. 
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Table  G-29. — Wag*  and  salary  warktrs  in  nonagricultnral  tstablishnunts,  1929-72 — Continued 
|MI  MnpkiytM;  thouunds  o<  p«rMii$| 


Total 

Manufacturing 

Con¬ 

tract 

con¬ 

struc¬ 

tion 

Trans¬ 

ports- 

Whola- 

sals 

and 

ratail 

trada 

R- 

nanca, 

insur- 

anca» 

and 

raal 

astata 

Govarnmsnt 

Yaaror 

month 

wag* 

and 

salary 

work- 

ara 

Total 

Dura- 

Ma 

goods 

Non- 

dura- 

Ms 

goods 

Min¬ 

ing 

tion 

and 

pub¬ 

lic 

utili- 

tias 

Sarv- 

icas 

Fad- 

aral 

Stata 

and 

local 

Saasonally  adjustad 

1170:  Jan... 

70,S7S 

19,990 

11,690 

0,300 

624 

3,300 

4,506 

14,071 

3,652 

11,500 

2,709 

9,643 

Fab... 

71,007 

19,916 

11,627 

0,209 

624 

3,461 

4,496 

14,919 

3,659 

11,549 

2,707 

9,676 

Mar.. 

71,001 

19,997 

11,634 

0,263 

623 

3,465 

4,497 

14,907 

3,672 

11.559 

2,769 

9,692 

Apr... 

71.007 

19,772 

11,536 

0,236 

621 

3.410 

4,473 

14,903 

3,600 

11,590 

2,930 

9,720 

May.. 

70,730 

19,547 

11,391 

0,156 

61* 

3,360 

4,479 

14,915 

3,605 

11,505 

2.760 

9,764 

Julia.. 

70,574 

19,445 

11,295 

0,160 

621 

3,360 

4,505 

14.996 

3,605 

11. 573 

2,691 

9,000 

July.. 

70,612 

19,379 

11, 219 

0,159 

620 

3,350 

4,531 

14.915 

3,699 

11,595 

2,650 

9,060 

Aug.. 

70.472 

19,241 

11, 129 

0,112 

622 

3,362 

4,514 

14,095 

3,605 

11,611 

2,646 

9.996 

Iff;; 

70,499 

19,205 

11,  no 

0,095 

622 

3,333 

4,505 

14,921 

3,696 

11,649 

2,657 

9,911 

70,065 

10,641 

10,602 

9,039 

623 

3,341 

4,500 

14.943 

3,707 

11,606 

2,656 

9,960 

Nov.. 

69,960 

10,471 

10,442 

0,029 

626 

3,360 

4,405 

14,916 

3,717 

11,722 

2,664 

10,007 

Dae... 

70,274 

10,745 

10,726 

0,019 

625 

3,392 

4,420 

14,930 

3,727 

11,744 

2,661 

10,022 

1071:  Jan... 

70. 331 

10,690 

10,603 

0,007 

625 

3,330 

4.460 

14,993 

3,741 

11,766 

2,659 

10,05* 

Fab... 

70.266 

10,609 

10,620 

7,990 

623 

3,303 

4.417 

15,000 

3,744 

11,762 

2,659 

10,072 

Mar.. 

70,299 

10. 519 

10,549 

7,970 

622 

3,353 

4,470 

15,019 

3,752 

11,794 

2,660 

10.110 

^... 

70,461 

19,530 

10,566 

7,972 

623 

3,392 

4,467 

15,053 

3,764 

11,000 

2,662 

10. 154 

70,643 

10,602 

10,612 

7,990 

622 

3,405 

4,470 

15,096 

3,790 

11,023 

2,662 

10. 1*1 

Juno.. 

70, 574 

10,520 

10,569 

7,952 

621 

3,407 

4,451 

15,096 

3,799 

11,033 

2,661 

:0, 196 

July.. 

70,532 

10,453 

10,519 

7,934 

599 

3,405 

4,433 

15, 137 

3,003 

11,065 

2,664 

10,173 

Aug.. 

70,540 

10,3*3 

10,466 

7,927 

612 

3,406 

4,397 

15, 106 

3,004 

11,009 

2,663 

10. 196 

SS:; 

70,043 

10. 517 

10.552 

7,965 

610 

3,436 

4.420 

15,232 

3,021 

11,910 

2,663 

10. 21* 

70,061 

10.495 

10,547 

7,940 

521 

3,475 

4,406 

15,250 

3,035 

11,951 

2,662 

10,206 

Nov.. 

71. 103 

10,534 

10,560 

7,974 

524 

3,510 

4,403 

15,299 

3,047 

11,997 

2,666 

10,315 

Dae... 

71,291 

10. 519 

10,552 

7,967 

611 

3,460 

4,432 

15,333 

3,055 

12,042 

1666 

10,365 

1*72:  Jan... 

71,552 

19,551 

10,575 

7,976 

615 

3,523 

4,455 

15,379 

3,067 

12,069 

2:673 

10,420 

Fab... 

71.744 

10,612 

10,621 

7,991 

613 

3,494 

4,430 

15,456 

3,074 

12,112 

2,669 

10,476 

Mar.. 

72,011 

10,605 

10,673 

9,012 

614 

3,512 

4,407 

15,506 

3,005 

12, 139 

2,667 

10,514 

Apr... 

72,246 

10,790 

10,755 

0,035 

605 

3,493 

4,401 

15,561 

3,092 

12,206 

2.664 

10,554 

72,592 

19,992 

10,037 

0,065 

604 

3,535 

4,490 

15,632 

3,913 

12,252 

2,665 

10,609 

Juha.. 

72,699 

10,931 

10,057 

0,074 

600 

3,550 

4,491 

15,602 

3,931 

12,290 

2.646 

10,579 

July.. 

72,661 

10,061 

10,043 

0,010 

599 

3,499 

4,473 

15,692 

3,927 

17,341 

2,621 

10,659 

Aug.. 

72,904 

10,930 

10,097 

0,033 

602 

3,544 

4,479 

15,750 

3,936 

12.419 

2,610 

10,699 

73,176 

19,029 

10,970 

9.069 

606 

3,551 

4.499 

15,794 

3,953 

12,379 

2,624 

10,741 

73,509 

19,219 

11, 127 

0,092 

610 

3,560 

4,540 

15,035 

3,969 

12,451 

2,630 

10,767 

Now. 

73,060 

19,321 

11. 191 

0,130 

609 

3,529 

4,550 

15,935 

3,901 

12,501 

2,642 

10,000 

Dae  V. 

73,092 

19,356 

11,240 

0,116 

603 

3,445 

4,551 

15,914 

3,962 

12,544 

2,640 

10,957 

Note.— Data  in  TaMas  C-29  through  C-31  ara  batad  on  raporU  from  amployini  aatabtiahmanU  and  ralata  to  laN*  and 
part-tima  waga  and  salary  workars  in  nonagricultural  astaMisnmants  who  workad  during,  or  racaivad  pay  for,  any  part  of 
ma  pay  pariod  which  indudas  tha  of  ma  month. 

Not  camparaMa  with  labor  forca  data  (TaMas  C-24  through  C-27),  arhich  induda  propriators,  saH-amployad  parsons, 
domastk  sarvants,  and  unpaid  family  workars,  and  which  count  parsons  as  amployad  whan  thay  ara  not  at  work  bacausa 
af  industrial  disputas,  bad  araathar,  ate. 

For  dascripUon  and  dataNs  of  tha  various  astaMishmant  data,  saa  "EmploymaBt  and  Earnings.*’ 

Sourca:  Oapartmant  of  Labor,  Buraau  of  Labor  Statistics. 
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Table  C-31. — Amagt  weekly  eanut^s  in  selected  private  nonagrieultural  industries,  1947-72 
[For  production  or  nonsuporvisory  workon) 


Avtraio  gross  wsokly  tsmings 


Avsrsgt  spondtblo  wookly  uminp,  total 
privata  nonagrieultural  < 


Year  or  month  Total  private  Manu-  Rateil 

nonagriculturaM  factoring  trade*  Amount 


Currant  1967 
dollars  dollars  * 


Porcantchanga  from 
pracading  pariod 


Saasonally  adjustad 


SaaaonaHy  adjustad 
annual  ratas 


1971:  Jan„ .  $122.89 

Fab . 

Mar . 

Apr . 

May . 

Juna . 


1972:  Jan... 
Fab.. 
Mar.. 
Apr.. 
May.. 
Juna. 


t  Also  indudas  othar  privata  industry  groups  shown  in  Tabla  C*29. 
>  Earnings  in  currant  doUars  dividad  by  tha  consumar  prka  indax. 
'  Indudas  sating  and  drinking  placss. 


<  Avsraga  groM  waskly  aarnings  lass  social  sacurity  and  Incoma  taxas  for  a  workar  with  thrsa  dapandanta;. 

•  In  annualixing  tha  ratas  of  changs,  tha  affset  of  tha  changs  in  tax  ratas  at  tha  baginning  of  1971  and  1972  Is  takan  info 
xount  saparatsTy. 


account  saparatsTy. 

Nots.-Sas  Nota,  TaMa  C-29. 

Sourca:  Dapartmant  of  Labor.  Buraau  of  Labor  Statisties. 
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Tabu  C-32. — Om^mI  ptr  mtK'hom  tmi  r^mltd  dmU,  pHoatt  itmumy,  1947-72 
(1M7-1001 


Ytir  or  qMrtor 

ToM  ^  Tow  Tow 


Unit  labor 

Implicit  pries 

cosb 

dollolorr 

Total 

Privats 

Total 

Privoto 

privoto 

farm 

privats 

form 

I  Ootpot  rotors  to  iroos  ootlonol  product  io  IKI  doHort. 

>  Hours  ot  oN  potsons  io  privoto  loduotiy  oopoiod  in  production,  indudini  mon>lMurs  of  propriolort  ond  unpoid  fomiiy 
toorliors.  Mon-kours  ootiawtoo  boood  prmordy  on  ootobdriMoont  dots. 

•  Wopos  ond  sdWios  ot  omplMOOS  plot  oinployon'  contribution  lor  social  insuronco  ond  privats  bonslits  plans.  Alto 
Indudot  an  sitiniots  ol  woBOt,  laiarioo,  and  oupplonionW  paymonts  for  tho  taH'Oniploysd. 

<  Currant  doNor  froot  product  dividod  by  constant  dodar  product 

Kola.— Data  rsMo  Is  ad  parsons. 

Soares:  Doportniont  of  Labor,  Burosu  of  Labor  StaUstico. 
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Table  Cr-Z3.—Clumges  in  output  ptr  man-hour  and  rtlattd  data,  prioat*  tconomy,  1948-72 
(ParcMt  chanft  from  proeodinc  poriodl 


Output  1 

Mon-hours  > 

Output  per 
man-hour 

Compensation 
per  man-hour* 

Unit  labor 
costs 

Implicit  price 
rioflator* 

Year  or  quarter 

■Mi 

iM 

Total 

iflmn 

ToUl 

Privoto 

Private 

ToUl 

Private 

Total 

Private 

Total 

Private  j 

private 

private 

fann 

privets 

farm 

private 

farm 

private 

farm 

private 

non*  1 

farm 

1948 . 

4.8 

4.4 

14 

1.3 

15 

■M 

9.0 

13 

18 

17 

18 

1949 . 

-.3 

-.1 

-14 

-19 

12 

19 

-1.6 

-1.0 

-1.0 

.8 

1950 . 

ia2 

116 

10 

10 

11 

15 

-1.2 

-.8 

1.0 

1.1 

1951 . 

6.3 

7.0 

12 

19 

10 

17 

14 

16 

7.3 

15 

1952 . 

2.5 

2.5 

.5 

1.5 

1.9 

15 

11 

15 

1.9 

16  ; 

1953 . 

5.1 

5.1 

.8 

11 

12 

16 

10 

16 

.7 

1.8 

1954 . 

-1.3 

-1.5 

-17 

-18 

14 

13 

11 

12 

.6 

.9 

1.2 

1.7  i 

1955 . 

8.5 

18 

19 

12 

14 

14 

16 

15 

-1.7 

-.9 

.9 

1.3  1 

1958 . 

1.9 

2.0 

1.7 

16 

.2 

-.6 

■31 

18 

12 

14 

12 

14 

1957 . 

1.4 

1.6 

-1.5 

-.6 

19 

12 

17 

15 

14 

16 

17 

1958 . 

-1.3 

-1.5 

-12 

-19 

11 

15 

18 

1.1 

1.3 

11 

1.7 

1999 . 

7.0 

7.3 

13 

17 

16 

14 

13 

1.0 

.9 

1.4 

1.8 

1960 . 

2.4 

2.4 

.8 

1.1 

1.6 

1.2 

■I 

11 

12 

18 

1.4 

1.4 

1911 . 

1.9 

1.9 

-1.5 

-1.0 

15 

10 

18 

12 

.3 

.2 

.9 

.9 

1962 . 

6.8 

7.1 

10 

15 

17 

16 

14 

10 

-.3 

-.5 

.9 

.9 

1963 . 

4.2 

■I] 

.6 

1.2 

16 

11 

10 

16 

.4 

.5 

1.0 

1.2 

1964 . 

5.7 

ISJ 

1.8 

13 

19 

17 

10 

17 

1.1 

1.0 

1.2 

1.3 

1965 . 

6.6 

16 

11 

16 

14 

19 

11 

17 

.7 

.8 

1.7 

1.4 

1966 . 

6.4 

7.0 

14 

13 

10 

15 

19 

11 

18 

15 

15 

12 

1987 . 

2.3 

2.2 

.3 

.5 

11 

1.6 

18 

17 

17 

10 

19 

13 

1968 . 

4.8 

11 

1.8 

11 

19 

19 

7.6 

7.3 

16 

13 

16 

15 

1981 . 

^8 

18 

13 

19 

.4 

-.1 

7.6 

7.0 

7.1 

7.2 

15 

15 

1970 . 

-.5 

-.7 

-1.5 

-1.3 

1.0 

.6 

7.6 

7.2 

15 

16 

18 

10 

1971 . 

3.0 

10 

-.8 

-.6 

16 

16 

7.1 

7.1 

14 

14 

13 

13 

1972  » . 

7.0 

7.6 

16 

17 

12 

17 

12 

14 

1.9 

1.6 

16 

11 

SoasonaMy  adjusted  annual  rates 

1970:  1 . 

-2.6 

-10 

-1.3 

-1.2 

-1.3 

-1.8 

19 

15 

14 

12 

12 

II . 

1.7 

1.1 

-15 

-14 

13 

17 

19 

7.2 

Bfi 

14 

18 

19 

Ill . 

2.3 

19 

-13 

-18 

19 

19 

9.4 

10 

10 

18 

17 

IV . 

-5.1 

-17 

-13 

-17 

-1.9 

-11 

14 

16 

■S 

10 

13 

7.2 

1971: 1 . 

17 

16 

1.2 

1.1 

7.5 

7.4 

9.2 

11 

1.7 

1.5 

17 

15 

II . 

3.7 

4.1 

1.5 

.9 

12 

12 

12 

7.5 

19 

12 

13 

10 

Ill 

2.5 

14 

-.6 

-.2 

12 

15 

18 

12 

16 

15 

18 

17 

IV . 

7.2 

11 

14 

13 

17 

17 

17 

19 

1.0 

.3 

1.0 

.1 

1972:  1 . 

7.0 

11 

11 

18 

19 

12 

17 

11 

16 

18 

12 

17 

II . 

112 

116 

18 

12 

12 

11 

16 

16 

-.6 

-.5 

1.7 

1.5 

Ill . 

15 

7.5 

13 

.9 

11 

16 

14 

11 

.3 

-.4 

12 

1.4 

IV 

19 

16 

14 

11 

13 

13 

7.8 

7.4 

13 

10 

17 

11 

■  Output  rotors  to  gross  notionol  product  in  1958  doilsrs. 

>  Hours  of  oil  porsons  in  privoto  industry  ongogod  in  production,  including  mon-hours  of  propriotors  ond  unpoid  fomily 
workois.  Mon-hours  ostimotos  bosod  primirily  on  ostoblishmont  dots. 

>  Wogos  ond  soiorios  of  omployoos  plus  omployor s'  contribution  for  sociol  insuronco  ond  privoto  bonofits  plons.  Also 
indudos  on  ostimoto  of  wogos,  soiorios,  ond  suppiomontai  paynMnts  lor  tho  solf-omployod. 

<  Curront  dollor  gross  product  divided  by  constant  dollar  product 

Noto.— Data  rolata  to  all  parsons. 

Psrcsnt  changes  ora  based  on  original  data  and  thorsforo  may  differ  slightly  from  porcont  changes  baaad  so  indHOO 
in  Tobio  C-32. 

Source:  OopartiMnt  of  Labor,  Bureau  of  Labor  Statiotica. 
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PRODUCTION  AND  BUSINESS  ACTIVITY 

Table  C-34. — Industrial  praduetion  indtxts,  major  industry  dioisions,  1929-72 
i\w~m 


Soyrc*;  Board  of  Govornen  at  tho  Fadoral  Roiorvo  Syatom. 
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Table  C-35. — Industrial  production  indexes,  market  groupings,  1947—72 
PN7-IOOI 


Yaaror 

month 

ToUl 

indus¬ 

trial 

pro¬ 

duc¬ 

tion 

Total 

Final  products 

Intar- 

madiata 

prod¬ 

ucts 

Materials  * 

Consumar  foods  > 

Equipment 

Total 

Dura- 

Ma 

goods 

Non- 

dura- 

Ma 

goods 

Total 

Auto- 

motiva 

prod¬ 

ucts 

Homo 

goods 

Total 

Busi- 

ntss 

1947 . 

39.4 

38.3 

42.7 

47.8 

39.1 

29.7 

38.0 

42.5 

39.7 

39.1 

38.8 

194< . 

41.0 

39.7 

44.0 

50.0 

40.8 

31.2 

39.5 

44.9 

41.4 

40.2 

40.9 

1949 . 

38.8 

38.5 

43.8 

49.6 

37.7 

27.9 

34.5 

42.6 

37.8 

36.0 

37.8 

1950 . 

44.9 

43.4 

50.0 

62.4 

52.0 

30.2 

37.0 

49.6 

45.2 

45.3 

43.6 

1951 . 

48.7 

46.8 

49.5 

55.2 

44.8 

42.1 

45.2 

52.0 

50.0 

51.6 

47.1 

1952 . 

50.6 

50.3 

50.6 

49.7 

44.8 

50.5 

51.2 

51.7 

50.7 

52.7 

47.3 

1953 . 

54.8 

53.7 

53.7 

62.8 

50.7 

54.7 

53.2 

55.3 

56.3 

61.5 

50.2 

1954 . 

51.9 

50.8 

53.3 

58.4 

46.8 

47.9 

46.8 

55.1 

52.0 

53.1 

50.3 

1955 . 

58.5 

54.9 

59.5 

77.7 

55.2 

48.9 

50.7 

62.6 

61.5 

65.0 

56.9 

1956 . 

61.1 

58.2 

61.7 

63.9 

58.1 

53.7 

58.7 

65.3 

63.1 

65.2 

59.5 

1957 . 

61.9 

59.9 

63.2 

66.9 

56.8 

55.9 

61.0 

65.3 

63.1 

65.1 

59.3 

1958 . 

57.9 

57.1 

62.6 

53.2 

53.6 

50.0 

51.5 

63.9 

56.8 

54.8 

58.1 

1959 . 

64.8 

62.7 

68.7 

66.8 

61.6 

54.9 

57.9 

70.5 

65.5 

65.3 

65.0 

1960 . 

66.2 

64.8 

71.3 

76.4 

62.0 

56.4 

59.4 

71.0 

66.4 

66.1 

65.9 

1961 . 

66.7 

65.3 

72.8 

69.8 

63.9 

55.6 

57.7 

72.4 

66.4 

64.6 

68.2 

1962 . 

72.2 

70.8 

77.7 

84.5 

69.4 

61.9 

62.7 

76.9 

72.4 

71.8 

72.9 

1963 . 

76.5 

74.9 

82.0 

92.5 

74.9 

65.6 

65.8 

81.1 

n.o 

76.6 

77.1 

1964 . 

81.7 

79.6 

86.8 

96.8 

81.7 

70.1 

74.7 

87.3 

8^6 

82.7 

8M 

1965 . 

89.2 

86.8 

93.0 

112.3 

91.4 

78.7 

84.4 

93.0 

91.0 

93.0 

88.5 

1966 . 

97.9 

96.1 

98.6 

108.8 

100.7 

93.0 

98.8 

99.2 

99.8 

103.0 

96.3 

1967 . 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

1968 . 

105.7 

105.8 

106.6 

117.9 

106.9 

104.7 

103.4 

105.7 

105.7 

105.0 

106.9 

1969 . 

110.7 

109.0 

lll.l 

117.4 

111.6 

106.1 

107.9 

112.0 

112.4 

112.2 

112.8 

1970 . 

106.6 

104.5 

110.3 

99.9 

107.6 

96.3 

101.4 

111.7 

107.7 

103.2 

112.5 

1971 . 

106.8 

104.7 

115.7 

119.5 

112.6 

89.4 

96.8 

112.5 

107.4 

101.7 

114.1 

1972  » . 

114.3 

111.1 

123.1 

126.9 

124.2 

94.5 

104.4 

120.6 

116.3 

112.0 

121.7 

SMMnally  ad|ust«d 


'  1971: Jan... 

105.5 

103.2 

113.0 

111.2 

1011 

89.4 

95.1 

1113 

1019 

101.9 

112.1 

Fab... 

106.0 

103.5 

113.3 

117.6 

107.1 

89.8 

917 

111.8 

107.1 

102.0 

112.5 

Mar.. 

106.0 

103.3 

113.7 

117.8 

109.1 

818 

95.6 

111.4 

107.7 

102.3 

112.9 

Apr... 

106.5 

104.0 

114.7 

115.7 

112.4 

88.9 

95.6 

111.7 

107.9 

102.6 

113.1 

May.. 

107.4 

104.4 

115.4 

1217 

1110 

817 

95.1 

112.9 

1014 

1014 

113.3 

107.4 

104.6 

116.1 

121.2 

114.6 

88.5 

95.6 

112.2 

109.3 

103.7 

1112 

July.. 

106.7 

105.0 

116.3 

121.7 

1110 

89.3 

97.1 

114.6 

1014 

99.7 

1116 

Aug.. 

105.6 

104.8 

115.9 

122.3 

114.4 

89.5 

97.5 

1119 

104.8 

915 

1117 

Sept.. 

107.1 

105.5 

116.7 

122.9 

113.8 

89.8 

912 

112.3 

107.3 

100.6 

1117 

Oct... 

106.8 

105.4 

116.6 

121.9 

1119 

89.8 

912 

113.2 

1016 

102.2 

1110 

Nov.. 

107.4 

106.1 

118.0 

119.7 

1118 

89.6 

97.9 

114.3 

1015 

1015 

1119 

1  Dae... 

108.1 

106.2 

118.0 

119.9 

1110 

89.6 

910 

114.9 

1014 

101.6 

1117 

1972; Jan... 

108.7 

106.4 

1115 

1116 

nil 

89.5 

914 

1119 

109.2 

1015 

1110 

Fab... 

110.0 

107.6 

119.6 

119.5 

120.7 

90.9 

99.9 

117.0 

110.8 

105.8 

117.0 

Mar.. 

111.2 

108.2 

119.6 

119.3 

1117 

92.4 

101.3 

117.3 

nil 

107.8 

1118 

Apr... 

112.8 

109.8 

122.0 

1219 

124.2 

92.7 

101.3 

117.3 

1110 

1114 

1216 

May.. 

113.2 

110.2 

122.2 

127.4 

124.3 

914 

102.5 

1113 

1116 

lll.l 

121.3 

^  JUM.. 

113.4 

110.1 

122.1 

1217 

1211 

913 

102.4 

nil 

nil 

111.1 

122.5 

July.. 

113.9 

110.2 

122.0 

124.7 

123.5 

914 

lOM 

120.5 

1118 

111.5 

1213 

Aug.. 

115.0 

111.3 

1211 

127.1 

1211 

94.8 

105.0 

121.2 

117.4 

112.6 

1217 

Sa^.. 

116.1 

112.4 

124.4 

124.8 

125.7 

918 

106.7 

121.7 

nil 

1110 

122.7 

Oct... 

117.3 

113.8 

125.5 

130.7 

127.3 

97.1 

108.3 

123.6 

120.0 

117.1 

123.3 

Nov  » 

118.4 

114.6 

126.7 

136.6 

127.3 

97.9 

109.0 

1210 

120.6 

117.2 

124.9 

Oac*. 

119.3 

115.8 

127.9 

144.4 

127.5 

917 

110.4 

127.5 

121.1 

1114 

1210 

i  Also  includts  appartl  and  consumar  staplas,  not  shown  soparatoly. 
*  Also  includas  industrial  fual  and  powar,  not  shown  soparataly. 

Sourca:  Board  of  Govornors  of  tha  Fadaral  Rasarva  Systam. 
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Table  C-36. — Industrial  production  indexes,  selected  manujactures,  1947-72 
PK7-100I 


Table  C-37. — Manufacturing  output,  capacity,  and  utilization  rate,  1948-72 


1  May  difftr  ilifhtly  from  data  shown  in  Tabia  C-34  bocausa  of  rounding. 

>  Output  as  parcant  of  capacity. 

Nota.— For  dascription  of  sarias,  saa  "Fadarai  Rasarva  Bullatin,”  Octobar  1971  and  Novambar  19(6. 

Soufca:  Board  of  Govarnors  of  tha  Fadarai  Rasarva  Systam,  basad  on  data  of  Fadarai  Rasarva,  Dapartmant  of  Commarca, 
and  McGraw-Hill  Information  Systams  Company. 
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Table  0-38. — New  construction  actieify,  1929-72 
(VAi*  put  in  pl«M,  mMions  of  dotlarsl 


Privatt  canatnietioa 

Public  conatruction 

Yaararaionth 

Total 

con- 

Roaidantial 
buUdinfa  > 

Nonrasidantial  buHdincs  and  othar 
eonatniction  > 

Fad- 

arally 

ownad 

Ststa 

atruc- 

tiaa 

Total 

Total* 

Now 

houa- 

int 

units 

Total 

Corn- 

mar* 

eial* 

In- 

dot- 

trial 

Othar* 

Total 

and 
tessSy 
KtM  » 

2,331 

1, 132 

3,050 

2,446 

2,000 

1,347 

713 

set 

661 

1,366 


1,366 

2,479 

3,527 

4,7tl 

5,242 

6,274 

6,504 

7,103 

I,2t4 

1,946 

10,006 

11,065 

12,070 

12,346 

12,241 

13,269 

13,956 

15,356 

16,495 

18,049 

20,043 

22,061 

24,238 

24,651 

24,806 
25,888 
25, 750 


Sat  footMtos  at  and  of  tabla. 
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I  Bninnini  1960,  hnn  rtsidMtial  buildinit  indudad  i«  raddantial  buHdinp;  prior  to  1960,  indodod  in  noortiidontltl 
buHdinft  and  otbar  oondrocUon. 

*  Total  indudaa  additions  and  dtarations  and  nanbontakaapini  units,  not  shown  soparatdy. 

*  Offica  buildings,  warahousas,  storas,  rastaurants,  pragos.  ate. 

r  Rdigious,  aducationd,  hospital  and  institutiond,  miscallanaous  nonrasidantid,  fami,  public  uthitias,  and  ah  olhar 
prhrata. 

•  Indudaa  Fadaral  granta-in-aid  for  Stata  and  locally  ownad  proiacta. 

•  Prdiminary  asttmataa  by  Council  of  Economic  Advisors. 

Soutco:  Dapartmont  of  Commareo,  Baraau  of  tha  Conans,  aaoapi  as  naiad. 
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Table  C-39. — New  homing  starts  and  applications  for  financing,  1929-72 
[TkouMndt  of  unittl 


0 

I 


Houting  starts 


Privatt  and 
puUici 


Privata* 


Proposad 
homo  con¬ 
struction* 


Soa  footnotes  at  and  of  tabla. 
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Table  C-39. — Ntw  housing  starts  and  applications  for  financing,  J929~72 — Continued 


Housing  starts 

Private  and 
public  1 

Private  1 

Now 

private 

housing 

horns  con¬ 
struction* 

Yaar  or  month 

Total  (farm  and  nonfarm) 

Govarnmant 

n 

Total 

(farm 

and 

Non¬ 

farm 

Typo  of 
atmeters* 

homa  programs 
(nonfarm)  * 

author- 

izsd> 

farm) 

Total 

Om 

family 

Two  or 
mora 
famUtea 

FHA« 

VA 

mit- 

manta* 

SaasonaHy  ad|ustsd  annual  rates 

1971;  Jan . 

114.8 

.1 

1,810 

1,794 

1,938 

1,951 

2,046 

2,008 

1,007 

803 

384 

75 

1,668 

1,572 

1,722 

1,721 

1.971 

366 

189 

Fah . 

104.6 

1,005 

789 

286 

73 

349 

175 

Mar . 

168.3 

1.080 

858 

266 

82 

344 

186 

203.6 

1,122 

829 

280 

93 

348 

206 

203.5 

1,152 

894 

271 

96 

375 

221 

Julia . 

196.8 

( 

a 

1,150 

858 

290 

91 

1,913 

378 

250 

July  ..  _  . 

197.0 

•1 

2,091 

2,219 

2,029 

2,038 

2,228 

2,457 

2,487 

1. 162 

929 

288 

99 

2,079 

2,046 

1.987 

392 

205.9 

■mi  1 

1,021 

857 

325 

103 

350 

Soot . 

175.6 

1,172 

294 

98 

343 

od.;:;.:;::;: 

181.7 

>1 

1,155 

882 

299 

98 

m 

351 

176.4 

1,242 

985 

293 

105 

291 

D«c . 

155.3 

Qi 

1,347 

1,110 

383 

104 

450 

228 

1972:  Jan . 

150.9 

•1 

1,415 

1,072 

378 

116 

2.204 

333 

232 

Fab . 

1516 

QV 

2,682 

2,369 

2,109 

2,350 

2,330 

2.218 

2,484 

1,325 

1,357 

1,067 

287 

118 

M>S6 

326 

205.8 

yV 

1,302 

262 

125 

2,007 

260 

2112 

1, 167 

942 

219 

104 

1,991 

1,955 

2,121 

2,108 

221 

227.9 

nV 

1,344 

1,006 

1,034 

929 

189 

98 

HQ] 

226.2 

1,296 

177 

98 

219 

July . 

207.5 

1,289 

173 

106 

223 

203 

Aug . 

23i.O 

{] 

1,410 

1,074 

179 

103 

2:237 

206 

Sapt . 

204.4 

M 

2,399 

1  383 

1,016 

173 

106 

2,265 

163 

Dct . 

2112 

M 

2,462 

1,154 

150 

97 

2,216 

150 

1813 

M 

2,388 

1,307 

1,081 

126 

93 

2.139 

162 

Dac  » . 

152.7 

2,392 

1,240 

1,152 

86 

2,372 

>  Units  in  structurns  bnilt  by  private  davtiopars  lor  sate  upon  comptetion  to  local  public  housing  authoritias  undar  tha 
Dapartmant  of  Housing  and  Urban  OavalopnMnt  "Turnkay  program  ara  dassilted  as  privata  housing.  Military  housing 
starts,  including  thosa  financad  with  mortgagas  insurad  by  FHA  undar  Suction  803  of  tna  National  Housing  Act,  ars  in- 
dudod  in  puMidy  financad  starts  but  asdudod  from  total  privata  starts  and  from  FHA  starts. 

>  Not  avsilabte  prior  to  1958  aicapt  lor  nonfarm  lor  1929-44. 

*  Data  ara  not  availabte  lor  now  homos  started  undar  tha  Dapartmant  of  Agrkultura,  Farman  Hohn  Administration 


program. 

<  Units  ars  for  1-  to  4>family  housing. 

•  Date  baginnini  1967  covar  approximately  13,000  parmit-issuing  ptecas.  Data  for  1963-66  ara  basad  on  12,000  placas 
and  1958-  62, 10,000  placss.  Tha  addition  of  approximately  1,000  panmt-issuing  placas  in  1967  contributed  an  incraasa  of 
3  parcant  in  total  parmit  authoriutions. 

•  Units  In  mortgaga  applications  or  appraisal  raquasts  lor  now  homo  construction. 

•  Monthly  astimatas  for  Saptsmbar  l945-May  1950  arars  praparsd  by  Housing  and  Homo  Financa  Agancy. 

'  Not  availaMa  ssparataly  baginning  January  1970. 


Sourcas:  Dapartmant  of  Commarca,  Dapartmant  of  Housing  and  Urban  Davatepmant,  and  Vatarans  Administration 
(axcapt  as  noted). 


I 
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Table  C— 40. — Business  expenditures  for  new  plant  and  equipment,  1947-73  > 


IBillions  of  dollarsi 


Com- 
Com-  mor- 


>  Excludes  apicultural  business;  real  estate  operators;  medical,  legal,  educational,  and  cultural  service;  and  nonprofit 
organizations.  These  figures  do  not  agree  precisely  with  the  nonresidential  fixed  investment  data  in  the  gross  national 


product  estimates,  mainly  because  those  data  include  investment  by  farmers,  professionals,  institutions,  and  real  estate 
firms,  and  certain  outlays  charged  to  current  account. 

>  Commercial  and  other  includes  trade,  service,  construction,  finance,  and  insurance. 

•  Estimates  based  on  expected  capital  expenditures  reported  by  business  in  October-December  197?.  Includes  ad- 
iustmants  when  necessary  for  systen.atic  tendencies  in  expectations  data. 


Note.— Annual  total  is  the  sum  of  unadjusted  expenditures;  it  does  not  necessarily  coincide  with  the  average  of  season¬ 
ally  adjusted  figures. 


Source:  Department  of  Commerce,  Bureau  of  Economic  Analysis. 
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Table  C-41. — Salts  astd  iswtnimts  in  nuamfactming  and  tradt,  1947-72 
[Amounb  In  millioiit  of  dollort| 


Totolmonuf^flnt  Monuficturini  Mofdiant  wliolosolon  RoUil  trade 


>  Monthly  avoroca  for  year  and  total  for  month. 

*  Soasonally  adjuitad,  ond  of  period. 

'  Inventory /solos  ratio.  For  annual  periods,  ratio  of  woichtad  avarafo  invontorios  to  avoraco  monthly  sales;  for  monthly 
data,  ratio  of  invontorios  at  ond  of  month  to  salos  for  month. 

*  Manufacturina  data  prior  to  1961  not  completoly  comparable  with  latar  data.  Sea  Oopartmont  of  Commoico,  Buraau 
of  the  Census,  "Sorias  M3-l.l,‘*  Soptombor  19^ 

*  Based  on  soasonally  adjusted  data  through  November. 

Note.— The  inventory  figures  in  this  tabla  do  not  agroa  with  the  estimates  of  change  in  business  inventories  included 
in  tha  gross  national  product  since  these  figures  cover  only  manufacturing  and  trade  rather  than  all  business,  and  show 


Source:  Oopartmont  of  Commerce  (Bureau  of  Economic  Analysis  and  Bureau  of  the  Census). 
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Table  0-42. — Mmufaeturtrs^  skipnutUs  and  immtorits,  1947—72 
IMiHlom  of  (Mlanl 


J 
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Table  C-43. — Manufactum^  ntw  and  mfilUd  ordns,  1947-72 
lAmomb  in  milliwM  of  (Mlan| 


PRICES 


Table  CrA4.—Ceiuumer  priet  indexa  by  txpttuHture  classts,  1929-72 
Far  urban  wag*  tamtrs  and  eltrical  worktrs 
(1967.100) 


Source  Doportmont  of  Labor,  Bureau  of  Labor  Statistics. 
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Commoditiw 


S«fViCM 


Sptdal  iiMlaiM 


Souict:  DtpfrtiMnt  of  Labor,  Borsau  of  Labor  Statiattea. 
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Table  C-46. — Consumtr  priet  indtxts,  seltettd  eommoditus  end  services,  1939-72 
For  urban  wage  earners  and  clerieed  workers 
11967-1001 
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Table  C-47. — Consumer  price  indexes,  seasonalljr  adjusted,  1970-72 
(1967-100,  MMOiMlIy  adjustMlI 


Table  C— 48. — Wholtsalt  pric*  indtxes  by  ttugor  commodity  groups,  1929-72 
11967-1001 
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Table  C— 48. — WholesaU  priet  ituUxts  by  mtgor  commodity  groups,  1929-72 — Continued 

I19C7-100I 


Table  C-49. — WhoUsaU  pne*  indtxts  by  slag*  of  proetssing,  1947-72 
|m7-100| 


SS8S2  ZZZSZ  SSI! 


Tabu  C-49. — Wh^tstdt  priet  ituUxts  bf  stag*  af  proctssing,  1947-72 — Ccntinued 

imr-iool 


>  IndudM,  In  addition  to  tubiraups  shown,  procossod  fuolt  and  lubricants,  eontainars,  and  supplios. 

>  Exdudos  cruda  foodstuffs  and  foodstuffs,  plant  and  animal  Nbors,  oilsaads,  and  loaf  tobacco. 

'  Exdudos  intarmadiata  matarials  for  food  manufacturinf  and  nwnufacturad  animal  fowls. 

Nota.— For  a  listina  of  tha  commoditias  indudad  in  aach  sactor,  saa  monthly  raport,  "Wholaaala  ffricas  and  Prka 
Indaxas,”  January-Fabruary  1967. 

Sourca:  Dapartmant  of  Labor,  Buraau  of  Labor  Statistics. 


Table  C-50. — Percent  changes  in  connmer  price  indexes,  major  groups,  1949-72 
(Ptrcfnt  clianit  from  pracadini  ptriod  >| 


Year  or  month 

All  items 

Food 

Commodities  less  fMd 

Services* 

Un¬ 

adjusted 

Sasionally 

adjusted 

Un¬ 

adjusted 

Scazonally 

adjusted 

Un¬ 

adjusted 

Ssa.^na!ly 

adjusted 

Un¬ 

adjusted 

IMS . 

2.7 

-0.8 

1941 . 

-1.8 

-3.7 

19S0 . 

5.8 

9.6 

1951 . 

5.9 

7.4 

1952 . 

.9 

-1.1 

1953 . 

.6 

-1.3 

1954 . 

-.5 

-1.6 

1955 . 

.4 

-.9 

195C . 

^9 

3.1 

1957 . 

3.0 

2.8 

2.2 

4.5 

1951 . 

1.8 

2.2 

.8 

2.7 

1959 . 

1.5 

-.8 

1.5 

3.7 

1990 . 

1.5 

3.1 

-.3 

2.7 

1961 . 

.7 

-.9 

.6 

1.9 

1962 . 

1.2 

1.5 

.7 

1.7 

1963 . 

1.6 

1.9 

1.2 

2.3 

1964 . 

1.2 

1.4 

.4 

1.8 

1965 . 

1.9 

3.4 

.7 

2.6 

1966 . 

3.4 

3.9 

1.9 

4.9 

1967 . 

3.0 

1.2 

3. 1 

4.0 

1966 . 

4.7 

4.3 

3.7 

6.1 

1969 . 

6.1 

7.2 

4.5 

7.4 

1970 . 

5.5 

2.2 

4.8 

8.2 

1971 . 

3.4 

4.3 

ZZ 

4.1 

1972 . 

3.4 

4.7 

2.5 

3.6 

1970:  July . 

.3 

as 

.5 

ai 

.0 

a2 

.5 

Au| . 

.2 

.3 

.1 

.1 

.1 

.3 

.6 

Sept . 

.5 

.6 

-.2 

.4 

.7 

.5 

.7 

Oct . 

.5 

.5 

-.2 

.0 

1.0 

.4 

.5 

Nov . 

.3 

.4 

-.5 

.1 

.5 

.4 

.6 

Ok . 

.5 

.4 

.3 

-.2 

.3 

.7 

.6 

1971:  Jan . 

.1 

.3 

.2 

.1 

-.3 

.1 

.6 

Feb . 

.2 

.2 

.3 

.5 

.0 

.1 

.2 

Mar . 

.3 

.2 

.9 

.9 

.3 

.2 

.0 

Apr . 

.3 

.3 

.7 

.6 

.3 

.2 

.2 

May . 

.5 

.5 

.3 

.3 

.7 

.6 

.6 

June . 

.6 

.4 

.8 

.4 

.4 

.3 

.5 

July . 

.2 

.3 

.5 

.2 

-.1 

.2 

.5 

Auf . 

.2 

.3 

.2 

.3 

.1 

.3 

.4 

Sept . 

.1 

.1 

-.8 

-.3 

.3 

.0 

.4 

Oct . 

.2 

.2 

-.2 

-.1 

.5 

.0 

.1 

Nov . 

.2 

.2 

.1 

.8 

.1 

.0 

.3 

Ok . 

.4 

.3 

1.1 

.6 

.0 

.2 

.3 

1972:  Jan . 

.1 

.3 

.0 

-.1 

-.3 

.2 

.6 

Feb . . . 

.5 

.6 

1.6 

L8 

.1 

.3 

.2 

Mar . 

.2 

.0 

.2 

.0 

.3 

.2 

.2 

Apr . 

.2 

.2 

.0 

-.1 

.3 

.2 

.2 

May . 

.3 

.3 

-.1 

-.1 

.6 

.5 

.2 

Juiie . 

.2 

.1 

.6 

.2 

.2 

.0 

.3 

July . 

.4 

.4 

1.0 

.6 

.0 

.3 

.3 

Auf. . 

.2 

.2 

.3 

.5 

.1 

.3 

.2 

.4 

.3 

.5 

.3 

.2 

.1 

.6 

.2 

.7 

.4 

.4 

-.1 

.2 

.4 

Nov . 

.2 

.3 

.4 

1.1 

.2 

.1 

.2 

Ok . 

.3 

.2 

.5 

.0 

.1 

.2 

.4 

I  Annual  chanita  ara  from  Dacamber  to  Oacambar. 

<  Parcant  chanpaa  for  aorvieaa  ara  baaad  on  unadjuated  indaxaa  ainco  theaa  pricta  hava  little  seasonal  movomant. 

Note.— The  seasonally  adjusted  chances  for  the  all  items  index  are  based  on  seasonal  adjustment  factors  and  seasonally 
adjusted  indexes  carried  to  two  decimal  places. 

Source:  Department  of  Labor,  Bureau  of  Labor  Statistics. 


Table  C-51. — Percent  changes  in  ivholesale  price  indexes,  major  groups,  1948-72 
IPcrMiit  clMiift  from  praMding  pariod  >| 


■  Annual  changas  ara  from  Dacambar  to  Dacambar. 


Nota.— Tha  saasonally  adjustad  changaa  for  all  commodities  and  industrial  commodities  ara  based  on  seasonal  adiust 
mant  factors  and  seasonally  adiustad  indaxas  carried  to  tarn  decimal  places. 


Source:  Department  of  Labor,  Bureau  of  Labor  Statistics. 
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MONEY  STOCK,  CREDIT,  AND  FINANCE 

Table  C-52. — Monty  stock  measures,  1947-72 
|Av«r«|t$  of  daily  fifures;  billions  of  dollars,  soasonally  adjustadl 


Yaar and 
month 

Ovarall  maasuras 

Componants  and  ralatad  itams 

M. 

(Currancy 

plus 

damand 

daposits) 

Ml 

(M.plus 
tima 
daposits 
at  com¬ 
marcial 
banks 
othar  thin 
Iirgs  CD's) 

Ml 

(Ml  plus 
daposits 
at  non¬ 
bank 
thrift 
institu¬ 
tions) 

Cur- 
rancy  • 

Daposits  at  commarcial  banks 

Daposits 
at  non¬ 
bank 
thrift 
institu¬ 
tions  * 

U.S. 

Govarn¬ 

mant 

damand 

daposits 

(unad- 

iustad)* 

Da- 
mand  > 

Tima  and  savings  * 

ToUl 

Larga 

CD's* 

Othar 

1947:  Doc . 

113.1 

26.4 

96.7 

314 

1.0 

1941;  Dac . 

111.5 

219 

95.9 

36.0 

L9 

1949:  Dac . 

111.2 

2ll 

96.0 

36.4 

19 

1950:  Dac . 

116.2 

25.0 

91.2 

36.7 

14 

IBSl:  Dac . 

12^7 

26.1 

96.5 

312 

17 

1952:  Dac . 

127.4 

27.3 

100.1 

41.1 

4.9 

1953;  Dac . 

12Lt 

27.7 

101.1 

44.5 

19 

1954:  Dac . 

132.3 

27.4 

104.9 

a.3 

10 

1955:  Dac . 

135.2 

. 

27.9 

107.4 

510 

3.4 

1956:  Dac . 

136.9 

212 

1017 

51.9 

14 

1957:  Dac . 

135.9 

29.3 

107.6 

57.4 

15 

1951:  Dac . 

141.1 

29.6 

1116 

614 

3.9 

1959:  Dac . 

14^b 

29.9 

113.7 

67.4 

4.9 

1960:  Dac . 

141.7 

29.9 

1119 

72.9 

4.7 

1961:  Dac . 

146.0 

29.6 

1115 

917 

4.9 

1962:  Dac . 

14S.  i 

30.6 

117.6 

97.9 

16 

1963:  Dac . 

153.6 

32.5 

121.1 

112.2 

11 

1964:  Dac . 

160.5 

273.9 

422.9 

34.2 

126.3 

126.6 

13.3 

1)13 

1412 

15 

1965:  Dac . 

169.0 

2911 

450.4 

36.3 

131.7 

1419 

117 

130.1 

161.3 

4.6 

1966:  Dac . 

171.7 

314.0 

491.3 

39.3 

133.4 

159.1 

119 

142.2 

167.4 

14 

1967:  Dac . 

193.1 

3417 

5219 

40.4 

1417 

193.4 

20.9 

162.6 

193.1 

10 

19U:  Dk . 

197.4 

379.0 

572.6 

414 

154.0 

204.2 

a6 

190.6 

194.6 

10 

1969:  Dac . 

203.7 

396.9 

599.3 

46.0 

157.7 

194.1 

11.0 

193.2 

201.5 

16 

1B70:  Dac . 

214.9 

4112 

6319 

410 

1619 

2219 

215 

2014 

2117 

7.3 

1971:  Dac . 

229.2 

464.7 

7111 

52.5 

1717 

2619 

314 

236.4 

253.4 

6.7 

1972:  Dac  a _ 

246.9 

514.5 

910.2 

56.9 

190.0 

311.2 

43.7 

267.6 

295.9 

7.2 

1971:  Jan . 

215.3 

423.1 

642.2 

413 

166.0 

234.4 

26.6 

207.9 

2112 

6.9 

Fab . 

217.7 

430.4 

653.4 

417 

1610 

240.2 

27.5 

2117 

223.0 

14 

Mar . 

219.7 

437.1 

663.9 

50.0 

169.7 

2414 

211 

217.4 

226.9 

15 

Apr . 

221.2 

441.5 

672.5 

50.5 

170.7 

2411 

27.3 

220.3 

231.0 

15 

May . 

223.9 

446.6 

691.0 

50.9 

1710 

251.3 

215 

2219 

234.4 

7.9 

Julia.... 

2215 

450.6 

697.9 

51.1 

174.5 

254.4 

29.4 

2210 

237.2 

13 

July . 

227.4 

453.4 

6019 

51.6 

175.9 

2514 

30.4 

225.9 

2414 

19 

Auf . 

229.0 

454.5 

607.6 

51.7 

1713 

257.3 

30.9 

226.5 

2411 

19 

227.6 

455.6 

701.2 

51.9 

1717 

259.6 

31.6 

229.0 

2416 

7.5 

OcL . 

227.7 

4513 

706.5 

512 

1715 

263.3 

32.7 

230.6 

2a.  3 

13 

Nav . 

227.7 

460.9 

711.6 

512 

1715 

265.3 

312 

233.1 

250.9 

19 

Dac  .... 

2212 

464.7 

718. 1 

515 

1717 

269.9 

314 

236.4 

253.4 

17 

1972:  Jan . 

229.9 

469.9 

727.3 

519 

1710 

274.4 

33.2 

241.2 

257.4 

7.2 

Fab . 

231.2 

4715 

737.4 

53.2 

1710 

279.1 

33.9 

244.3 

261.9 

7.2 

Mar . 

233.5 

490.1 

7419 

53.7 

179.9 

279.9 

314 

246.5 

265.9 

7.7 

Apr . 

2310 

493.0 

752.7 

54.0 

190.9 

292.9 

34.7 

249.1 

269.7 

7.6 

May  .... 

2315 

4911 

7519 

54.4 

191.1 

297.0 

313 

250.7 

2716 

10.4 

Juno.... 

236.6 

490.4 

7611 

54.7 

191.9 

290.9 

37.1 

253.9 

2717 

19 

July . 

239.4 

495.0 

774.7 

54.9 

194.5 

293.7 

39.1 

255.6 

279.7 

7.2 

Aug . 

240.5 

4913 

791.6 

55.0 

195.5 

297.1 

39.3 

257.7 

293.3 

13 

Sapt _ 

241.6 

501.9 

7914 

55.5 

1911 

300.5 

40.3 

260  2 

296.6 

19 

Oct . 

242.3 

505.0 

795.2 

519 

196.5 

303.4 

40.7 

262.7 

290.1 

16 

Nova... 

243.6 

5012 

901.2 

513 

197.3 

305.9 

41  3 

264.6 

293.1 

11 

Dac  a _ 

246.9 

514.5 

910.2 

519 

190.0 

311.2 

417 

267.6 

295.9 

7.2 

■  Currann  outsida  tba  Troasury,  tlia  Fadaral  Rasorvt  Systom,  and  tho  vaults  of  all  commarcial  banks. 

>  Domano  daposits  othar  than  thosa  duo  to  domastic  commarcial  banks  and  tha  U.S.  Govarnmant,  lass  cask  itams  in 
procass  of  collactton  and  Fadaral  Rasarva  float,  plus  forsiin  damand  balancas  at  Fadaral  Rasarva  Banks. 

•  Tima  and  savinp  daposits  othar  than  thosa  dua  to  domastic  commarcial  banks  and  tha  U.S.  Govarnmant.  ERactiva 
Juna  1966,  asdudas  balancas  accumulatad  for  paymant  of  parsonal  loans  (about  $1.1  bHtion). 

•  NaaotiaMa  tima  cartificatas  of  daposit  issuad  in  danominations  of  9100,000  or  mora  by  larga  waakly  raportint  com¬ 
marcial  banks. 

•  Avcra|a  of  tha  batinninn-  and  and-ol-month  daposits  of  mutual  savinfs  banks  and  savings  and  loan  sharas. 

•  Daposits  at  all  commarcial  banks. 

Nota.— Tha  aflacts  of  tha  implamantstion  on  Novombar  9,  1972  of  ravisad  Ragulation  J  hava  baan  aliminatad  from 
data  for  Novambar-Dacambar  1972  to  avoid  a  discontinuity  in  tha  tarias.  Tha  upward  ad|ustmant  of  damand  daposits 
roaultinc  from  that  implamantation  wM  ba  incorporatad  into  tha  various  sarias  at  a  latar  tima. 

Sourca:  Board  of  Govarnors  of  tha  Fadaral  Rasarva  Systam. 
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Table  C-53. — Commercial  bank  loans  and  itwestnunts,  1930-72 
(BiHioM  of  doHarsI 


End  of  yoor 
or  month  > 


■  Dim  *ro  for  lost  Wodnosdoy  of  month  (oxcopt  Juno  30  and  Docombor  31  call  datas). 

*  Adjustod  to  tscludo  all  intorbank  loans  botinnini  1940  and  domastk  bank  loans  only  boginninf  January  1959. 

*  Bofinniiv  January  1959,  loans  and  invastments  ara  raportad  gross,  without  valuation  rasarvas  daductad,  rathar  than 
nat  of  valuation  rasarvas,  as  in  aarliar  pariods. 

*  Effactiva  Juna  1966,  balancas  accumolalad  for  paymant  of  porsonal  loans  (about  $1.1  biMion)  ara  aadudad  from  loans 
at  all  commarcial  banks,  and  cartain  cartifcatas  of  CCC  and  Export-Import  Bank  totaling  about  $1  biNion  ara  includod  in 
othar  sKuritias  rathar  than  in  loans. 

*  Baginning  Jons  1969,  data  indudo  all  bank-pramisos  subsMiarias  and  othar  significant  majority-ownad  domsstic 
subsidiarios;  aarliar  data  induda  commarcial  banks  only. 

*  Baginnitig  Juna  1971,  Farmors  Homa  Administration  inssrad  notas  totaling  about  $0.7  billion  aro  dassihod  as  othar 
sacuritias  rathar  than  n  loans. 

’  Exdudas  $0.4  biNion  duo  to  loan  radassiflcation. 

Sourca:  Board  of  Govarnors  of  tha  Fadaral  Rasarva  Systam. 


Table  C-55. — Private  liquid  asset  holdings,  tumfinancial  investors,  1965-72 
|Av«r«|w  of  daily  fifuroa;  biHiom  of  dollars,  seasonally  ad]ustad| 


Table  C-56. — Federal  Reserve  Bank  credit  and  member  bank  reserves,  1929-72 
(Avtritts  VI  daily  filuras:  mUliOM  of  dallart] 


Year  and  month 

RMorve  Bank  credit  outstanding 

Member  bank  reservM 

MembK 
bank  Urn 
reservM 
(excess 
resarvM 
less  bK- 
rowingi) 

Total 

U.S. 
Govern¬ 
ment  sa- 
curitiM 

MembK 

bank 

borrow¬ 

ings 

All 

OthK, 

mainly 

float 

Total 

Re- 

quirid 

Excess 

1929: 

Dec . . 

1,643 

446 

801 

396 

2,395 

2,347 

a 

-753 

1933: 

Dec . 

2,669 

2,432 

95 

142 

2,588 

>1,822 

>766 

671 

1939: 

Dec . 

2,612 

2,510 

3 

99 

11,473 

6,462 

5,011 

5,008 

1940: 

Dec . 

2,305 

2,188 

3 

114 

14,049 

7,403 

6,646 

6,643 

1941: 

Dk . 

2,404 

2,219 

5 

180 

12,812 

9,422 

3,390 

3,385 

1942; 

Dec . 

6,035 

5,549 

4 

482 

13,152 

10,776 

2,376 

2,372 

1943; 

Dec . 

11,914 

11,166 

90 

658 

12,749 

11,701 

1,048 

958 

1944; 

Ok . 

19,612 

18,693 

265 

654 

14, 168 

12,884 

1,284 

1,019 

1945: 

Dk . 

24,744 

23,708 

33^ 

702 

16,027 

14,536 

1,491 

1,157 

1946: 

Ok . 

24,746 

23, 767 

157 

822 

16, 517 

15,617 

900 

743 

194;: 

Ok . 

22,858 

21,905 

224 

729 

17,261 

16, 275 

986 

762 

1948: 

Dk . 

23,978 

23,002 

134 

842 

19,990 

19, 193 

797 

663 

1949: 

Ok . 

19,012 

18,287 

118 

607 

16, 291 

15,488 

803 

685 

1950: 

Ok . 

21,606 

20,345 

142 

1,119 

17,391 

16,364 

1,027 

885 

1951; 

Dk . 

25,446 

23,409 

657 

1,380 

20,310 

19,484 

826 

169 

1952: 

Ok . 

27,299 

24,400 

1,593 

1,306 

21,180 

20,457 

723 

-870 

1953: 

Dk . 

27, 107 

25,639 

441 

1,027 

19,920 

19,227 

693 

252 

1954: 

Dk . 

26,317 

24,917 

246 

1,154 

19,279 

18,576 

703 

457 

1955: 

Ok . 

26,853 

24,602 

839 

1,412 

19,240 

18,646 

594 

-245 

1956: 

Dec . 

27,156 

24, 765 

688 

1,703 

19,535 

18,883 

652 

-36 

195/: 

Dk . 

26,186 

23,982 

710 

1,494 

19,420 

18,843 

577 

-133 

1958: 

Ok . 

28,412 

26,312 

557 

1,543 

18,899 

18,383 

516 

-41 

1959: 

Ok . 

29,435 

27,036 

906 

1,493 

*18,932 

18,450 

482 

-424 

1960: 

Dk . 

29,060 

27,248 

87 

1,725 

19,283 

18,527 

756 

669 

1961: 

Ok . 

31,217 

29,098 

149 

1,970 

20,118 

19,550 

568 

419 

1962; 

Dk . 

33, 218 

30,546 

304 

2,368 

20,040 

19,468 

572 

268 

1963: 

Om . 

36,610 

33,729 

327 

2,554 

20,746 

20,210 

536 

209 

1964: 

Dk . 

39,873 

37,126 

243 

2,504 

21,609 

21, 198 

411 

168 

1965; 

Dk . 

43,853 

40,885 

454 

2,514 

22,719 

22, 267 

452 

-2 

1966: 

Dk . 

46,864 

43,760 

557 

2,547 

23,830 

23,438 

392 

-165 

1967: 

Dk . 

51,268 

48,891 

238 

2,139 

25,260 

24,915 

345 

107 

1968: 

Ok . 

56,610 

52,529 

765 

3,316 

27,221 

26,766 

455 

-310 

1969: 

Ok . 

64, 100 

57,500 

1,086 

5,514 

28,031 

27,774 

257 

-829 

1970: 

Dk . 

66,708 

61,688 

321 

4,699 

29,265 

28,993 

272 

-49 

19/1: 

Dk . 

74,255 

69,158 

107 

4,990 

31,329 

31,164 

165 

58 

1972; 

Dk  ». . 

76,845 

71,094 

1,050 

4,701 

>31,351 

31, 151 

•  200 

>  -850 

1971; 

Jin . 

67,363 

62,068 

370 

4,925 

30,488 

30,209 

279 

-19 

Feb . 

66,797 

62,350 

328 

4,119 

29,880 

29,679 

201 

-127 

Mir . 

66,691 

62,719 

319 

3,653 

29,686 

29,487 

199 

-120 

Apr . 

67,747 

63,371 

la 

4,228 

29,885 

29,745 

140 

-8 

May . 

68,926 

64, 714 

330 

3,882 

30,419 

30,107 

312 

-18 

Julie . 

68,834 

64,642 

453 

3,739 

30,023 

29,892 

131 

-322 

July . 

71,052 

66,001 

820 

4,231 

30,547 

30,385 

162 

-658 

Aug . 

70, 749 

66,324 

804 

3,621 

30,455 

30,257 

198 

-606 

Sept . 

71,568 

67,106 

501 

3,961 

30,802 

30,596 

206 

-295 

Oct . 

72,349 

67,690 

360 

4,299 

30,860 

30,653 

207 

-153 

Nov . 

72,694 

68,052 

407 

4,235 

30,953 

30,690 

263 

-144 

Ok . 

74,255 

69,158 

107 

4,990 

31,329 

31,164 

165 

58 

1972 

Jan . 

75,415 

70,687 

20 

4,708 

32,865 

32,692 

173 

153 

Feb . 

73,994 

69,966 

33 

3,995 

31,922 

31, 798 

124 

91 

Mar . 

73, 181 

69, 273 

99 

3,809 

31, 921 

31,688 

233 

134 

Apr . 

75, 171 

70,939 

109 

4,123 

32,565 

32,429 

136 

27 

May . 

75,705 

71, 428 

119 

4,158 

32,812 

32,708 

104 

-15 

Julia . 

76, 108 

71,632 

94 

4,382 

32,539 

32, 335 

204 

no 

July . 

77,035 

72,089 

202 

4,744 

33,021 

32,874 

147 

-55 

Aug . 

76,676 

71,858 

438 

4,380 

33, 148 

32,893 

255 

-183 

Sept . 

75,451 

70,252 

514 

4,685 

33,003 

32,841 

162 

-352 

Oct . 

77,331 

71,359 

574 

5,398 

33,803 

33,556 

247 

-327 

Nov  » . 

75,959 

71,112 

606 

4,241 

*31,774 

31,460 

*314 

*-292 

Dk  » . 

76,845 

71,094 

1,050 

4,701 

*31,351 

31,151 

>200 

•  -850 

>  Data  ara  for  llconMd  banks  only. 

*  Baainnlng  Oocambor  1959,  total  rtsarvas  hold  includa  vault  cash  allowod. 

*  Daily  figures  beiinnini  Novomber  9, 1972  adjusted  to  includa  $450  million  of  certain  reserve  deficiencies  on  which 
penalties  can  be  waived  for  a  transition  period  in  connection  with  bank  adaptation  to  Rmlation  J  (as  amended  affective 
November  9, 1972).  Daily  figures  befinning  December  28, 1972  adjusted  to  include  J279  million  in  lieu  of  8450  million. 

Source;  Board  of  Governors  of  the  Federal  Reserve  System. 
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Table  C-57. — BmtdyiMs  and  inttrut  ratu,  1929-72 
(PMCMt  per  Mnvffll 


Sm  footiMtM  at  Md  •(  taMa. 
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Table  C-57. — Bond  yitlds  and  intorut  rata,  7929-72 — Continued 


|P«rcMrt  par  inMinil 


Year  or  month 

U.S.  Government  securities 

Corporate 

bonds 

(Moody’s) 

Higk- 

rade 

munic¬ 
ipal 
bonds 
(Stand¬ 
ard  1 
Poor's) 

Averaga 

rate  on 
short¬ 
term 
bank 
loans 
to  busi¬ 
ness— 

citiea 

frima 

com- 

mar- 

ctai 

months 

1 

FHA 

new 

heme 

mort- 

yi^' 

3- month 
Treas¬ 
ury 
bills  > 

9-12 

month 

issues' 

3-5 

year 

issues' 

Taxable 

bonds' 

B 

Baa 

1970:  Jan . 

7.914 

1.22 

114 

6.16 

mi 

116 

a.ao 

8.71 

8.00 

162 

Fob . 

7. 164 

7.60 

7.90 

6.44 

7.93 

171 

6.57 

111 

I.S5 

8.00 

Mar . 

6.710 

6.11 

7.20 

6.39 

7.14 

163 

6. 14 

133 

8.00 

9.21 

i.490 

6.96 

7.49 

153 

7.13 

170 

iu 

i06 

100 

9.20 

May . 

7.035 

7.69 

7.97 

194 

111 

199 

7.6z 

149 

123 

9.66 

ilo 

1. 742 

7.50 

7.19 

5.99 

149 

12$ 

7.01 

121 

9.00 

9.11 

July . 

6.461 

7.00 

7.59 

157 

144 

140 

6.69 

129 

6.00 

119 

Aug . 

6.412 

6.92 

7.59 

17$ 

113 

144 

6.M 

150 

7.90 

100 

Hi 

Sept . 

6.244 

6.69 

7.24 

6.63 

109 

9.39 

6.4$ 

7.32 

8.00 

107 

5.927 

1.34 

7.06 

6.59 

103 

9.33 

6.55 

1.88 

8.00 

i.  01 

Nov . 

5.2tt 

5.52 

6.37 

124 

105 

139 

120 

107 

130 

lis 

197 

4.960 

4.94 

116 

5.97 

7.64 

9.12 

171 

8.73 

152 

110 

1971:  Jan . 

4.494 

4.29 

172 

192 

7.36 

174 

170 

111 

123 

140 

Feb . 

3. 773 

3.10 

5.31 

114 

7.09 

139 

15$ 

'9.59 

4.47 

191 

Mar . 

3. 323 

3.69 

4.74 

171 

7.21 

146 

144 

4. 19 

175 

3.790 

4.21 

142 

175 

7.25 

145 

155 

4.57 

175 

7.32 

May . 

4. 139 

4.93 

102 

196 

7.53 

192 

6.14 

101 

110 

4.75 

7.37 

4.699 

$.57 

136 

194 

7.64 

175 

122 

145 

175 

7.75 

July . 

5.405 

$.19 

6.77 

191 

7.64 

176 

6. 31 

175 

111 

7.19 

Aug . 

5.071 

$.67 

131 

179 

7.59 

176 

19$ 

151 

173 

100 

7.97 

Sept . 

4.669 

$.31 

196 

156 

7.44 

159 

152 

17$ 

100 

7.92 

Od. . 

4.499 

4.74 

161 

146 

7.39 

149 

124 

154 

100 

7.14 

Nov . 

4. 191 

4.50 

150 

la 

7.26 

139 

130 

111 

4.92 

4.9b 

7.75 

Dec . 

4.023 

4.31 

142 

162 

7.25 

139 

136 

4.74 

169 

7.62 

1972:  Jan . 

3.403 

3.99 

133 

162 

7.19 

123 

12$ 

4.09 

150 

7.59 

Fab . 

3.110 

4.07 

151 

167 

7.27 

123 

133 

ilSi 

193 

ISO 

7.49 

3.723 

4.54 

174 

166 

7.24 

124 

130 

4.17 

4.50 

7.49 

3. 723 

4.14 

loi 

174 

7.30 

124 

14$ 

4.51 

4.50 

7.4$ 

May . 

3.649 

4.51 

169 

164 

7.30 

123 

126 

159 

4.  Si 

4.50 

7.50 

3.174 

4.17 

177 

159 

7.23 

120 

137 

164 

150 

7.53 

July . 

4.059 

4.11 

111 

159 

7.21 

123 

139 

115 

150 

7.54 

Aug . 

4.014 

4.91 

192 

159 

7. 19 

111 

121 

114 

112 

ISO 

7.54 

Sept . 

4.651 

5.49 

6. 16 

170 

7.22 

109 

136 

114 

4.50 

7.55 

Oct . 

4.719 

5.41 

6.11 

169 

7.21 

106 

120 

130 

4.50 

7.59 

4.774 

5.22 

103 

151 

7.12 

7.M 

103 

133 

12$ 

4.50 

7.57 

Due . 

5.061 

5.49 

107 

163 

7.09 

7.93 

103 

145 

150 

7.57 

■  Rat*  on  nowluuas  wKkin  poriod.  Firttiswod  In  Doetmbor  1I2>. 

•  Cortificatos  o(  indoMadnosa  and  salactad  nolo  and  bond  Isoms. 

<  Soloetod  noto  and  bond  ItsMS. 

•  First  issuod  in  1941.  Sorioa  Includos  bonds  which  arc  noithor  dM  nor  callablo  boforo  a  livon  nvinbor  of  years  as  fal- 
lowa:  April  1953  to  data,  10  yaars;  April  1952-INarch  1953, 12  yaars;  October  1941-March  1952, 15  years. 

•  Data  for  first  of  the  mantk,  baaed  on  the  nMxImum  parmissibla  interest  rate  (7  Mroant  betinnint  Fabrury  II,  1971). 
Throuph  July  1961,  computed  on  25-yaar  mortfates  psM  in  12  years  and  theroafter ,  30-ysar  mofliafles  prepaid  in  Is  years. 

•  From  October  30, 1942,  to  April  24, 1946,  a  preforantial  rate  of  0.50  percent  eras  in  effect  for  sdvancea  sacerad  by 
Government  securities  maturing  in  1  year  at  lass. 

>  Series  revised.  Not  strictly  comperaUa  with  earlier  data. 

Nota.— Yields  and  ratas  computed  lor  New  York  City  except  far  short-term  bank  leans. 

Sources:  Department  of  Housing  and  Urban  Development,  Treasury  Department,  Board  of  Governors  el  the  Federal 
Reserve  System,  Moody’s  Investors  Servics,  and  Standard  B  Poor’s  Corporation. 
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Tails  C-58. — Skort~  mtd  iiUtrmtduUt-Urm  CMUumtr  ertiit  outstmUng,  1929-72 

PNMiMit  40Htrs| 


I  Holdinit  •(  flnineial  Institutiam  only;  hoMinfo  of  rotail  outMs  oro  indudod  In  othor  contonior  foods  popor. 

*  Sintlo-poyniont  loons  snd  sorvko  crodll. 

'  Yoor-ond  flmros  oro  onnool  stotomont  issot  voluos;  nwnth*ond  ll^ros  iro  book  valuo  of  lodfor  assots.  Thoso  loana 
ara  not  Indvdod  In  conanmor  crodit  aorioa. 

«  PraHminaty;  by  Coundl  of  Eeanomk  Adviaora. 

Sonrooa:  loard  of  Covornors  of  tho  Fadoral  Roaarvo  Systam  and  Inatituto  of  Ufa  Inaoranca  (oaeapt  aa  notad). 
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Table  C-59. — Inst^mnt  crtiit  ixUmitd  and  npmi,  1946-72 

[MMiMt  •!  d«Man| 


SMtMiiVy  tdlvUid 


t.sn  i.oBs 

tooo 

2,402 

3,000 

3,555 

220 

210 

2.030 

•.737  •,717 

2,724 

2,032 

3.012 

3,500 

200 

230 

2,001 

•.••4  ISSd 

2.006 

2.ttl 

3,010 

3,010 

272 

251 

3,030 

10.  TM  IfSS 

2,074 

2. 031 

3,047 

3.073 

200 

241 

3,100 

10.173  •,C0C 

2,770 

2.503 

3,040 

3.730 

250 

230 

3,100 

10.240  0,070 

2.040 

2,007 

3,072 

3,700 

201 

244 

3,151 

10;  101  0,410 

2,013 

2,527 

3,070 

3,740 

272 

230 

3,144 

10,010  0,700 

3,000 

2,000 

4,040 

3.022 

203 

245 

3,273 

10,027  0,720 

3,123 

2,000 

4,100 

3,004 

202 

251 

3,234 

10,710  O.OU 

3,010 

2,073 

4,135 

3,071 

203 

2tt 

3,204 

11,107  0,000 

3. 121 

2,070 

4.204 

3,075 

274 

202 

3,500 

10,000  0,070 

3,001 

2,715 

4,103 

3,001 

204 

244 

3,300 

11,110  10,010 

3,000 

2,700 

4,250 

3,005 

300 

250 

3,460 

10,002  10. 

000 

3,100 

2.776 

4,052 

3. 070 

200 

253 

3,504 

11,741  10. 

427 

2,031 

4,403 

3,044 

323 

202 

3,700 

11,374  10 

304 

3,  id 

2.007 

4,370 

3,000 

331 

200 

3.511 

11.007  10 

300 

3,274 

2.010 

4,303 

3. 001 

334 

TKJ 

3,600 

12,007  10 

071 

3,412 

2.022 

4,577 

4,104 

351 

203 

3,717 

11.  U7  10 

003 

3,200 

2,017 

4,004 

4,240 

320 

270 

J  »’7 

12,404  10. 

041 

3,401 

2. 000 

4,000 

4,305 

371 

270 

3,032 

11, 003  10. 

007 

3,300 

2,073 

4,772 

4.303 

340 

203 

3,473 

}?• 

000 

3.504 

3,041 

4,071 

4,354 

335 

263 

3.504 

12,040  11 

120 

3,020 

3,023 

5,110 

4,444 

327 

271 

3.701 

13,200  11 

000 

3,700 

3,200 

5,350 

4,700 

350 

300 

3,000 

>  PrtUMbwry;  DccMbtr  by  Coaacil  ol  EcMowk  Advitws. 

Swirct:  Board  of  GovtraortedlMFadtnllteMnwSyttMiiCMnptMMMX 
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Table  C-€0. — Mcrtgagt  d*bt  cuUtimding  by  type  ef  property  and  ^financing,  1939-72 

IBWIMS  91  w9MfV| 


Nanfarm  propartip 

Endof  yatr 
orqaartar 

AM 

prop- 

artiai 

Farm 

prop- 

artiP 

Total 

l-to4- 

family 

houap 

Multi- 

family 

piap- 

artiaa 

Com- 

nwr- 

dai 

prpp- 

artlpi 

I  IndudM  Mfligiblt  amotint  at  form  loaiM  haM  by  aavinp  and  loan  aaaociationa. 

•  Darivad  fignrat. 

Sourca:  Board  of  Gavaraart  o(  tha  Fadaral  Raaarva  Syattm,  aatinutad  and  campHtd  Iram  data  tuppliad  by  varioua 
Govariwiant  and  privatt  arpnizatlana. 
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Table  C-61. — Merigagt  debt  outitanding  b^  Undtr,  1939-72 
IBWIow  0  doHari) 


Endof  yaar 
or  quartar 

Total 

Salactad  flnaneial  institutions 

Otharlandars 

Total 

Savinp 

and 

loan 

•stocif* 

tiofu 

Mutual 

savinp 

banks 

Com- 

marcial 

banks) 

Ufa 

insuranca 

com- 

panias 

U.S. 

atandaa* 

Indi¬ 

viduals 

and 

oibnrs 

1939 . 

35.5 

18.8 

3.8 

4.8 

4.3 

5.7 

5.0 

1L9 

1940 . 

36.5 

19.5 

4.1 

4.6 

6.0 

4.9 

110 

1141 . 

37.6 

20.7 

4.6 

4.9 

6.4 

4.7 

1942 . . 

36.7 

20.7 

4.6 

4.7 

6.7 

4.3 

1943 . 

35.3 

20.2 

4.6 

4.4 

4.5 

6.7 

3.6 

1*44 . 

34.7 

20.2 

4.8 

4.3 

4.4 

6.7 

3.0 

■i 

1945 . 

35.5 

21.0 

5.4 

4.2 

4.8 

6.6 

2.4 

111 

1146 . 

41.8 

26.0 

7.1 

4.4 

7.2 

7.2 

2.0 

118 

1947 . 

48.9 

31.8 

8.9 

4.9 

9.4 

8.7 

1.8 

113 

IMS . 

58.2 

37.8 

10.3 

5.8 

10.9 

10.8 

1.9 

115 

1949 . 

62.7 

42.9 

11.6 

6.7 

11.6 

12.9 

2.4 

17.4 

1950 . 

72.8 

51.7 

13.7 

8.3 

13.7 

18.1 

17 

114 

1951 _ 

82.3 

59.5 

15.6 

9.9 

14.7 

19.3 

114 

1952 . 

91.4 

66.9 

18.4 

11.4 

15.9 

21.3 

20.5 

1953 . 

101.3 

75.1 

22.0 

12.9 

16.8 

23.3 

21.8 

1954 . 

113.7 

85.7 

26.1 

15.0 

18.6 

26.0 

Bi 

23.4 

1955 . 

- 

99.3 

31.4 

17.5 

21.0 

29.4 

25.4 

1951 . 

111.2 

35.7 

33.0 

6.0 

27.3 

1957 _ _ _ 

119.7 

40.0 

35.2 

7.4 

29.3 

1951 . 

B^  - 

131.5 

45.6 

23.3 

37.1 

7.8 

32.5 

B1 

145.5 

53.1 

25.0 

28.1 

39.2 

10.0 

35.4 

I960 . 

206.8 

157.8 

60.1 

41.8 

11.2 

310 

1961 . 

226.2 

172.6 

68.8 

44.2 

11.8 

41.8 

1962 . 

248.6 

192.5 

78.8 

46.9 

112 

44.0 

1963 . 

217.1 

90.9 

50.5 

11.2 

45.9 

1964 . 

BZlI 

241.0 

101.3 

40.6 

55.2 

11.4 

47.7 

1965 . 

325.8 

264.6 

110.3 

U.6 

49.7 

60.0 

114 

417 

1 964 . 

347.4 

280.8 

114.4 

47.3 

54.4 

64.6 

15.8 

50.9 

1967 . 

370.2 

298.8 

121.8 

50.5 

50.0 

67.5 

114 

510 

1966 . 

397.5 

319.9 

Ml  81 

53.5 

65.7 

70.0 

21.7 

55.8 

1969 . 

425.3 

339.2 

56.1 

70.7 

72.0 

218 

59.4 

1970 . 

451.7 

355.9 

150.3 

^■Tn 

74.4 

33.0 

618 

1971  » . 

499.9 

394.4 

174.4 

75.5 

39.4 

611 

1972  » . 

564.5 

449.2 

206.0 

67.6 

76.7 

46.0 

69.3 

1970:  1 . 

429.4 

340.7 

56.4 

70.9 

72.7 

216 

60.1 

II . 

435.6 

344.5 

56.9 

71.3 

73.2 

30.0 

61.1 

Ill . 

443.4 

349.7 

57.4 

72.4 

73.6 

31.7 

61.9 

IV . 

451.7 

355.9 

57.9 

73.3 

74.4 

310 

618 

1971:  1  * . 

450.0 

361.8 

154.2 

58.7 

74.4 

33.6 

63.5 

II » . 

471.1 

372.0 

161.2 

59.6 

76.6 

Bin 

312 

63.9 

Ill » . 

485.6 

383.5 

168.2 

60.6 

79.9 

37.4 

64.6 

IV  » . 

499.9 

394.4 

174.4 

62.0 

82.5 

75.5 

39.4 

66.1 

1972:  1  » . 

511.7 

404.2 

180.1 

63.0 

85.6 

75.4 

41.2 

614 

II » . 

529.1 

418.9 

188.9 

64.4 

90.1 

75.5 

417 

67.5 

Ill  * . . 

546.9 

434.2 

197.9 

65.9 

94.6 

75.8 

44.3 

614 

IV  »_ . 

564.5 

449.2 

206.0 

67.6 

96.9 

76.7 

410 

69.3 

■  jnciudM  lOMS  h«M  by  nondtposit  trust  eompsniss,  bst  not  bank  trust  dspartmsnts. 

tarmor  FNMA  and  now  GNMA,  as  wall  as  FHA,  VA,  PHA,  Farmtts  Homo  Administration  and  in  aarliof  yuars 
FFMC.  Also  includos  U.S.-sponsorad  aisncias  such  as  now  FNMA,  Fadaral  Land  Banks,  GNMA  (fools), 
^LMC.  Othor  U.S.  aitncios  (amounts  small  or  currant  soparato  data  not  roadily  availablo)  indudod  with  “indhriduan 
•no  otiitrs. 


Sourca:  Board  of  Govtrnors  of  tbs  Fadaral  Raaotva  Systam,  basad  on  data  from  various  Govarnmant  and  prhrata 
orpnizations. 
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Table  C-62. — N0t  public  mm  prumtc  Mt,  1929-71  < 
IHMoMtftftMtni 


MarrMT  TtW 


•fiH  ***•  ■•^ 

3sr»  MMrtt 


***** 

tuh  ptrali 


.7 

l.S  24. 
l.J  27. 
1.4  SO. 


12S.t  1.140.2 
132.0  1,270.0 


30.0  SO. 

34.0  SO. 

37.0  I  03. 
42.3 
4S.0 


I IM  public  MM  privm  mM  i* * *  a  eoa»iabaaiiva  aoofairta  w  tba  laOabtadatat  af  barrawara  afnr  aHaNaatiat  cartaia 
typaa  a(  OapHcattac  gawraaiaalal  aad  eaiparato  Oabi 

>  Nat  Faaairal  Qaairaaiaat  aad  apaacy  dabt  la  tba  aatataadiaa  dabt  bald  by  tba  pablic,  aa  daftnad  ia  tba  “Badoataf  tba 
UalM  Stataa  Caaamaiaat.  far  tba  Fiacal  Vaar  aaOiat  Jaaa  30, 1074.'' 

•  TMa  caaipriaaa  tba  Oabt  af  faOaraNy  apeaaerad  aaaaclaa,  ia  arbieb  tbara  ia  ao  lanaar  aay  Fadaral  piepriatary  iataraat 
Tba  obUfatioaa  af  tba  Fadaral  Laad  Baaka  ara  iadadad  baoianiac  wMb  1047,  tba  dwt  of  m  Fadaral  Haiaa  Laan  Baaka 
ia  iadadad  bafiaaiai  «Hb  IBSl,  aad  tba  dabta  af  tba  Fadard  NaAnd  Marto^  Aaaodattan,  Fadard  latanaadMa  Cradit 
Baaka,  aad  Baaka  far  CaaparaByai  ara  iadadad  bagiaaiac  with  INO. 

•  Farai  awrtaafaa  aad  larai  piadacBaa  iMaa.  Fanaara'  kaaadd  aad  eaaaaaiar  dabt  ia  iadadad  ia  tba  aoafarai  cataoariaa. 
a  Fiaaadd  dabt  ia  dabt  awad  la  baaka  far  parchaainp  ar  carryiaf  aacaritiaa,  cadaaiara’  dabt  to  brokara,  aad  dabt  awad 

la  Nfa  iaaaraaca  coaipaaiaa  by  paHeyboMara. 

Soaicaa:  Dapartaiaat  af  Coaiawtaa  (Baraaa  af  tcaaaaiif  Aaalyaia),  Traaaary  Dapartaiaat,  DapartaMat  af  Agricaltara, 
Baard  af  Qaaaraara  af  tba  Fadard  Baaarva  Syataai,  Fadard  Hoaia  Loan  Baak  Board,  Fadard  Laad  Baaka,  aad  Fadard 
Natioad  Mortfaaa  Aaaodatiaa. 


GOVERNMENT  HNANCE 
Table  C-63. — Ftdtral  hudgtt  netipts  aiti  fiscd  ytmrs  1929-74 


Tablb  C-64. — Ftitral  Mg*!  rtctiptt,  fiimtting,  and  dtbt,  fiual  ytars  1963-74 

PNMmm  tl  Man;  Itacal  y«r*| 


Table  C-G4. — Ftdtral  Mgtt  rtcmfU,  tmU^iJimamcing,  mti  ddt,  Jbealjmart  1963-74 — Coo. 
[MNlMit  of  Bollon;  local  yaaro| 


MlOttn  RECEIPTS  AND  OUTLAYS: 

Total  raeaipit . 

Fadaral  fando . 

Truot  faado . 

latroBOvarnaioatal  traaaartim. 


Fadaral  (aadt . 

Tract  faada . 

latraiavornaMfltal  traasactiom . 

Total  tarplac  or  dalcit  (-) . 

Fadaral  faada . 

Traat faada . 

BUOOCT  FINANCINfi: 

Total  ataaaa  of  laaaciat . 

Nat  borroariaa  from  ttw  aaklic  or  ra- 


Al  othar . 

BUDCn  OUTUYS . 

Natioaal  dofoaao . 

lataraatioaal  affaire  aad  fiaoaca . 

Spaca  roaoarch  aad  tockaology . 

Africultaro  aad  raral  davalopaMat . 

Nataral  raaoarcaa  aad  aavircaamat . 

Cemaiarca  aad  traaaportatioa . 

Cammuaity  davalapaMat  aad  koadat . 

Edacatioa  aad  aMapowar . 

Haaltk . 

lacoma  aacariW . 

Vataraaa  iMaanta  aad  aarvicaa . 

lataraat . 

Gaaaral  lavaraaMal . 

(Saaaral  ravaaaa  ahariai . 

AHewaacaa . 

Uadiatributad  iatraiavarafflaatal  traaa- 
actioaa: 

Employar  ahara,  amployaa  ratiraoMat. 
lataraat  racaivod  by  traat  fuada . 


-2,011  -2,444 

-3,091  -3,93S 


-2,(11  -2,7M  -2,990 
-4,7(5  -5,099  -5,401 


■  Exdudaa  chaafoa  duo  to  radaaaificatioa  aad  to  caavaraiaa  of  adiad-awaarakjp  aatarpriaaa  to  prlaata  owaarahip.  (Saa 
foataotra  to  Table  9,  "Biidtat  of  tka  Uaitad  Stataa  Gaveraaiaat  far  tka  Fiacal  Yaar  Eadiaf  Jvaa  X.  1971,"  aad  feataiOaa 
to  Tabla  10,  "BadBat  of  tka  Uaitad  Stataa  Gavaramaat  far  tka  Fiacal  Yaar  Eadii«  Juaa  30, 1972.") 

Saarcaa:  Traasary  Dapartaiaat  aad  Oflca  of  Maaafaawat  aad  BadgaL 
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i  SSie  i  a  8=  8  Ss  3  SS  1  i  8  §§88§8  8 

if  pobT  af  aftfe  *4  e*®  «  m'  !  !  »  —“&**!**»<  m  a* 


Table  C-65. — RtUtion  tf  tht  Ftdtral  budget  to  the  Federal  sector  of  the  national  income  and 
product  auounts,  fiscal  years  1971-74 

(BiUtoM  ol  d«Har«;  (iteai  yMr«| 


Moitptt  and  aipanditiiraa 


ToM  raeaipli,  bndftL . 

Govarnmant  cantribation  for  amployM  ralira- 

Mant  (troatlRi) . 

Otbar  nattint  and  iroaaini . 

AdjKtmant  to  aecmala . 


Fodaral  aaclor,  national  inooma  and  prodvct  accoanta, 
racaipts . 


EXPENMTUIIES 


Total  oallaya,  badfat. 


Landinf  and  financial  transactions . 

Govarnmant  contribation  for  ampioyaa  ratiramant 

teossina) . . . 

Otbar  naronf  and  rsaalnB. . 

Oafansa  ttmint  adjastaMRt . 

Otbar . . 

Fadaral  aaclor,  national  incoma  and  prodact  accoants, 


llata.-Saa  Special  Analysis  A,  "Budfot  of  tbo  Unitsd  Stotas  Govarnmant  for  tbv  Fiscal  Yaar  Ending  Jana  30, 1074,” 
for  daacription  of  tbaia  cataforias. 

Saarcas:  Traasary  Oapartmant,  Oflica  of  ManaganMnt  and  Badgat,  and  Dapartmant  of  Commarca  (Bureau  of  Economic 

Analysis). 
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Table  C-66. — Rtaipts  mi  txpmiituns  ^  At  Ftitral  Gtmrmnnt  mtar  tftktmtunud  mum 
mi  proinet  accomtt,  J949-74 

IBWtowofdrihnl 


'  WtM  tecrmlt  l«n  dtabunimnb  kavt  k«M  wbtiicltd  fnm  Mai.  Thata  wara  (la  WHeaa  a(  Mtan  at  laaaaaaNy 
adlaataa  annual  rataa)  .0,  A  .0,  and  .1  in  tha  4  auaitan  at  1171  and  .0,  -.1.  .0,  and  .0  in  tka  4  auartan  at  1172,  raanc- 
tiim. 

'  uUmalaa. 

Samtaa:  Dapartmant  at  Caniinarea  Qufaaa  at  tcananiic  Analyaia)  and  Otfca  at  Manadaniaat  and  BndpL 


flSfll 


Tablb  C-67. — Public  debt  stewitiu  by  kind  of  obligation,  1946-72 
(Blllioiw  of  doMtrt] 

I  I  IntofMt-bMrinf  piiUkdabl 


End  ol  ytnr  or 
month 


MarfcotiMo  puMk  iswos 
by  maturity  daas 


Nonmarkotablo  puMk 
ituta 


)  liichid>4  at  carrMt  radamptiM  valaa. 


I  U.S.  laviaft  boada,  aafiaa  A-F  and  J,  aad  U.S.  aaviati  aotaa  an  > 

•  Not  aN  of  Mai  tbowii  la  aoblact  to  atatatory  doM  IMitatioii. 

•  Indudoa  eawaiardal  baaka,  traat  eoaiMotaa,  and  atacfc  aaviofa  banka  ki  Ifca  Uaitad  Stataa  and  Tarritariaa  and  Mand 
poaaaaalana ;  flaana  aachida  aacamiaa  kM  in  treat  dopaitinanta.  Skm  tha  aatiniataa  In  tMa  tabia  are  on  tka  baaia  at  aar 
valaaa  and  Incfada  haMinaa  of  banka  in  Unitad  Stataa  TarrNoriaa  and  poaaaaaiana,  thay  da  not  agrea  arith  tka  aatinMtaa 
In  TaMa  C-53,  wkick  are  baaM  on  book  nhna  and  raMa  only  to  banka  wtthin  tha  Unitad  Stataa. 

•  Eadaaiva  of  banka  and  inaaranca  eampanian. 

•  Indadaa  treat,  ainkinc,  oM  invaatmant  fanda  af  State  and  Incal  tavareniaata  and  thair  nanrlaa,  and  at  Tarritariaa 


I  imarnananai  uavaiapnioni  aubcwimi, 
I  apacM  nan-intaraat-baaring  notaa  and 


^  IndudM  MftMfliliiM  Mid  Mflttssl  tfIMl  flcmiats. 

*  Indadaa  aavkiga  and  loan  anaadatiana,  nonpreM  inaUtatiana,  carparata  panalan  treat  fanda,  danlata  and  biakara, 
Fadaral  oriantad  agoneiaa  not  indadad  in  Gavarnnwnt  accoanti  and  invaatmanta  of  foreign  baiancaa  and  intarnatianal 
accoanta  in  thia  cauntry.  Baginniii«  with  Dacanibar  IMS,  tha  intarnatiand  aecoanta  indada  invaatmanta  by  tha  International 
Bank  for  Racanatraction  and  Davdopmant,  tha  Intarnatiand  Monatery  Fand,  tha  Intarnatiand  Davalapmant  Aaaoclatian, 
^  Intar-Amarican  Davalapmant  Bank,  and  variaaa  Unitad  Natiana'  fanda,  in  a( 
bonda  iaaaad  by  tha  U.S.  eovarnmant 

Saaica:  Transary  Oapartmani 


400-000  O  -  TO  •  10 


273 


Tails  C-69. — ilMnw*  iinyt*  W  mmhirity  ^strihuion  tf  mmkHahU  mltnst-b4ariiig 
puUk  Mt,  1946-72 


Nott.— AH  itMMs  danilM  to  Hnal  matyrity  axupt  partially  tax-aaampt  bands,  sdikii  wart  dassiltod  to  sartlast  call 
data  (tba  last  at  thasa  bands  ware  caHad  an  Aagiist  U,  1W2,  fer  radampoon  an  Oaennibar  1$,  1K2). 

Saaiaa:  Traaaaiy  Dapartmant 
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i  SurplM  of  |32  milUon. 

■  DoIMt  of  MlmWion. 

flolo.— Fodoral  traat**in*oM  to  SMo  Mid  locil  fovornmoirts  tro  rofloelod  in  Fodoral  oxponditiiros  M)d  Stato  mK!  local 
racaipts  and  axpandituraa.  Total  fovanmiant  racaipb  and  Mpaoditiiras  havo  boon  adjustad  to  aliminata  this  duplication- 

Soaica:  Oopartmont  of  Conunoica.  Baraau  of  Economic  Anafysis. 


275 


Table  C-71. — RtctipU  md  exptnditurts  tht  StaU  and  local  gooermunt  soctor  of  the  national 
incomt  and  product  accounts,  1946-72 


IBMIom  of  iMtorsi 


^  ■* J??  »»wii  Mol.  TImm  won  (in  bUliom  of  doHora,  of  Notonalh 

idJuM  omwal  rafot)  .0  in  of  Um  4  qaafton  of  1970,  and  .0,  .0.  .3.  and  .4  in  tho  4  quartan  of  1971  and  -.6.  -.1,  .0 
and  .0  in  tka  4  quartan  of  1972,  raapaeti«oly. 

>Doaeltoft41niilHoa. 


Souno:  Dopartmom  of  ComMorco,  Bunau  of  Economic  Analyiia. 
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Tamji  C-72. — Slot*  tad  laeal  gootnmtnt  rnamus  tad  txpanditttns,  stUeUd  fisc^ya^s,  1927-71 

IMIMom  o(  doRanI 


Gaiwral  upandtarM  by  hnetioii  * 


?n  3,231  7,IS4  33,724  11,90?  1,452  3,161  12,19? 

390  3,331  l,4£l  36,711  13,220  6,933  3,lS9  13,3M 

9S4  3,841  t,m  40. S/!  14. Ill  7, 111  3.43S  14,140 

1,018  4.665  9,699  44,811  15,919  I,  §6?  3,618  16,547 

1,00!  6,377  10,S!6  46,667  17,283  9.162  4,136  17,676 

1,160  6,974  11,634  51,676  16,719  9,428  4,404  19,325 

1,266  7,131  12,563  56,20!  20,574  9.84'.  4,720  21,063 

1,308  7,17!  13,439  60,206  22,216  10,337  5,081  22.541 

1,50$  6,722  14,^  14,616  23.  m  11,13$  5,481  24,423 

1,30$  6,663  14,$;$  63,977  23,721  n.lSO  5,420  23,676 

1,695  10,Q(lg  H,9$l  69,302  26,216  11,661  5,796  25,561 

1,9?9  11,  OS  17,250  74,346  26,563  12,221  6,  31$  27,447 

2,033  13,211  16,169  62.813  33,287  12,770  1,737  30,029 

2,127  15,570  21,!97  93,330  37,919  13,932  6,ri6  33.261 

2,  $16  17,16!  23,508  102,411  41,156  14,481  6,^7  36,615 

3,190  19,151  26,116  116,726  47,2^  15,  417  12,!10  41,963 

3,718  21,^7  29,971  451,331  52,718  16.42?  14,679  47,506 

3, C4  26,146  32,374  150,  $74  56,413  16,09$  16, 2M  54,640 


Saarea:  Dapartmant  af  Cammarca,  Buraau  af  tha  Caaaat. 


CORPORATE  PROFITS  AND  FINANCE 


ri 


Table  C3-73. — ProfiU  b^mrt  ami  tfur  taxu,  all  prwaU  corporations,  1929-72 

immorntimanl 


■  Ftdtrai  Md  State  corporate  iacoaM  and  oacaas  proMt  taiaa.  ( 

'IndadM  depreciation  and  aeddantaldaHiaiat.  | 

•  Cerperata  proMt  after  taxai  plat  corporate  capital  contemption  aNoMneet.  i 

Soerea:  Department  of  Commerce,  Beraau  of  Economic  Anaiyaia.  ( 
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Table  C-74. — SmUs,  profits,  and  stockhoUns'  all  mamifaeturing  corpcrationt,  1947~72 


(BillloiN  af  dellm] 


Yaar  or 
quartar 

All  nMnufacturing 
corporations  > 

Durabla  goods  industrias 

NonduraMa  goods 
induatrim> 

Salas 

(nat) 

FroRts 

Stock- 
kaMars' 
aquity  > 

Salas 

(nat) 

ProRtS 

Stock- 
holdars' 
aquity  > 

Sates 

(not) 

ProAts 

Stock- 
kaMars' 
aquity  i 

AfUr 

lntO“.8 

iiig»rr.^ 

ttxts 

Aftar 

Fa-^nra! 

F*»i-3r3| 

in^fns 

taxm 

Afer 

Fi^ral 

taxm 

taxm 

Uxtt 

taxm 

1947 . 

150.7 

116 

111 

611 

616 

7.6 

15 

31.1 

64.1 

10 

16 

ao 

1941 . 

165.6 

114 

11.5 

712 

713 

19 

14 

34.1 

90.4 

IS 

12 

ai 

1941 . 

154.9 

14.4 

10 

77.6 

713 

7.5 

15 

37.0 

64.6 

7.0 

4.6 

416 

19U . 

161.9 

212 

119 

613 

616 

12.9 

17 

39.9 

ai 

113 

11 

415 

1951 . 

2410 

27.4 

11.9 

913 

1116 

114 

11 

47.2 

ixll 

111 

17 

51.1 

1951 . 

250.2 

219 

117 

1017 

l».6 

12.9 

15 

419 

lao 

110 

12 

519 

1953 . 

2619 

24.4 

11.3 

1012 

la).  9 

14.0 

16 

514 

lao 

114 

15 

a7 

1954 . 

2415 

219 

11.2 

nil 

1^6 

11.4 

16 

54.9 

ia7 

16 

16 

a2 

1955 . 

2714 

216 

111 

1211 

1411 

115 

11 

516 

1313 

111 

7.0 

61.3 

1951 . 

307.3 

29.6 

112 

131.6 

156.5 

115 

13 

612 

U7.6 

112 

7.6 

a4 

1957 . 

320.0 

212 

114 

141.1 

1610 

116 

7.9 

715 

154.1 

114 

7.5 

as 

1951 . 

3013 

217 

117 

147.4 

1416 

11.4 

16 

716 

156.7 

11.3 

19 

716 

1959 . 

3310 

29.7 

113 

157.1 

166.4 

116 

11 

77.9 

1615 

119 

13 

n.2 

1990 . 

3417 

27.5 

112 

1614 

1719 

14.0 

7.0 

613 

171.6 

115 

12 

n.1 

1961 . 

3514 

27.5 

113 

1716 

1712 

116 

19 

64.9 

161.2 

119 

IS 

a.i 

1962 . 

366.9 

31.9 

17.7 

161.4 

1^5 

117 

16 

69.1 

153.4 

111 

12 

as 

1969 . 

412.7 

M.9 

115 

169.7 

m.o 

115 

15 

913 

7^6 

114 

110 

a3 

1964 . 

443.1 

39.6 

212 

199.6 

21.2 

11.6 

915 

115.6 

113 

11.6 

101.3 

1965 . 

4912 

415 

27.5 

211.7 

297.0 

212 

115 

1014 

zM.2 

213 

110 

ia3 

1966 . 

554.2 

51.6 

319 

2313 

rtl.7 

29.2 

114 

1112 

2114 

as 

116 

nil 

1967 . 

5714 

47.6 

29.0 

247.6 

300.6 

217 

116 

lao 

2M.6 

ao 

114 

las 

1961 . 

631.9 

514 

311 

2619 

3^5 

316 

115 

1316 

2914 

24.6 

115 

las 

1969 . 

694.6 

511 

312 

269.9 

m5 

31.5 

119 

147.6 

^1 

as 

114 

ia3 

1970 . 

7016 

a.i 

216 

306.6 

3y.i 

ao 

12.9 

1511 

3J5.7 

a2 

117 

151.7 

1971  • . 

751.4 

512 

31.3 

320.9 

3e.5 

a5 

115 

1616 

3619 

a7 

117 

in.  3 

1970:  1 . 

1714 

111 

19 

300.9 

67.2 

19 

12 

1512 

612 

12 

17 

1417 

II . 

161.3 

117 

10 

3010 

914 

7.3 

10 

1511 

610 

14 

10 

151.0 

Ill . 

1717 

11.7 

7.0 

309.5 

617 

13 

19 

1516 

67.0 

14 

10 

las 

IV . 

1614 

117 

17 

3116 

916 

4.5 

16 

1516 

69.6 

12 

10 

154.2 

1971:  1 . 

177.5 

111 

7.0 

314.0 

90.7 

10 

12 

1510 

619 

11 

16 

lao 

II . 

191.4 

115 

15 

3110 

99.6 

7.6 

13 

160.3 

91.6 

16 

12 

ia7 

Ill . 

1616 

116 

7.5 

3212 

92.6 

16 

12 

161.2 

911 

7.0 

13 

lao 

IVS.„. 

1919 

117 

12 

327.3 

99.4 

19 

16 

1616 

97.4 

16 

14 

1M.6 

1972:  1 . 

197.5 

119 

7.9 

3313 

100.0 

7.3 

19 

1619 

57.5 

16 

11 

U7.4 

II . 

2115 

117 

16 

341.1 

II1.6 

16 

13 

1716 

101.9 

7.2 

13 

ia3 

Ill . 

2119 

111 

16 

3411 

1012 

7.5 

12 

174.1 

1C5.7 

7.6 

16 

1711 

>  IndwiM  ntw«p«p«n  bacinitiiif  IM. 

*  AntNMl  data  ara  avtrait  aquity  fer  tka  yaar  (mini  foar  and-af-qmrtar  (l|qrm).  B 

*  Data  (or  fourth  quartar  and  yaar  1171  ara  (or  industry  dassificationt  prior  to  tho  roclassiflcationt  mado  durini  tho  fourth 
quartar. 

(  Noto.— For  aulanalora  notoa  oonMrninf  compilation  of  tho  aorim,  saa  "Quartarly  FinancM  Raport  for  Manutacturlai 

Corporations,"  Fadaral  Trtda  Commission. 

Data  ara  not  nacassariiy  camparabio  from  on#  poriod  to  anothor  duo  to  chanm  in  accountini  ptocadurm,  induatry 
j  daaaifications,  samplin|  ptocaduras,  ate.  Spodfic  inforamtion  about  tka  affacts  of  tha  awra  sigmlant  chantas  and  ra- 

t  visions  is  containad  in lha  foUowini  isauas  of  tka  "(^rtarty  Finandd  Raport”:  third  quartar  19U,  third  quartar  IIM, 

Drat  quartar  19SR,  and  first  quartar  1965. 

Sourea:  Fadaral  Trada  Commisaion. 
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Table  C-75. — Rtlation  ^  proJUs  texts  to  stockheldtrs'  equity  md  to  salts,  all  mammae’ 

hiring  corporations,  by  industry  group,  195(h72 


Sm  footMtM  at  and  of  taUo. 
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Table  C-75. — Rtlatum  tf  ptofas  ^Ur  Uutt  to  stoekkoUtrf  omi  to  solos,  all  masatfas- 
toring  corporaSioos,  by  industry  group,  1950-72 — Ck»tinued 


NonduraM  foodi  industriat 


1  Indudtt  MwasaMrs  bafinnini  1969. 

*  Indudaa  cartain  iadustriaa  nat  litewn  aaparataly. 

*  Annual  ratint  baaad  on  avaraia  aquity  for  tha  yoar  (uaini  four  and-of-quartar  figurat).  Qaartarly  ratioa  basad  on  oquity 
at  and  af  quartar  only. 

Nota.— For  ai^natory  notas  eoncamini  compilation  of  tha  aariaa,  aaa  "Qaartarly  Financial  Rcpart  for  Manufacturini 
Corporations,"  Fadaral  Trada  Commission.  Saa  also  Nota,  Tabfa  C-74. 

Sourca:  Fadaral  Trada  Commlsaion. 
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Table  C-76. — Simrt$s  and  tuti  tf  funis,  nonfesm  nonfisuncial  corporaU  businsss,  1946-72 


(BMNont  of  (MUrsI 


Pifiod 

Sourcoa 

Uses 

Oiacrap- 

•ncy 

w 

sources) 

ToM 

lntomal> 

Total 

Crad 

Total 

External 

It  market 

Loof- 

terms 

funds 

Short- 

term> 

Other 

Total 

Pur¬ 

chase 

of 

physi¬ 

cal 

assetss 

In- 

CfMM 

in 

fiAan- 

cial 

tSMlS 

1B4G . 

It  3 

7.3 

10.5 

13 

IS 

13 

17 

115 

17.3 

-1.4 

-1.3 

IB47 . 

23.1 

12.3 

15.5 

17 

13 

11 

IS 

215 

17.2 

13 

-15 

IBtt . 

23.0 

13.7 

10.4 

13 

14 

-.1 

10 

213 

*3 

11 

-17 

IBfB . 

20.4 

13.1 

1.3 

11 

11 

-1.3 

-1.3 

113 

113 

15 

-1.3 

IHO . 

41.3 

17.3 

23.3 

7.2 

3  3 

13 

117 

40.5 

24.1 

114 

-1.3 

1*1 . 

37.3 

13.3 

17.3 

10.0 

13 

4.1 

7.7 

37.2 

*3 

7.3 

-.4 

1*2 . 

23.4 

21.2 

12 

17 

7.3 

.3 

-.5 

*0 

24.4 

4.6 

-.3 

1*3 . 

23.3 

21.1 

12 

5.7 

10 

-.3 

15 

213 

24.3 

2.2 

-14 

1*4 . 

23.0 

23.3 

13 

11 

17 

-.3 

.2 

*5 

21.3 

IS 

-12 

1*S . 

S3.4 

*2 

24.3 

10.4 

13 

13 

113 

*0 

31.5 

115 

-14 

1*S . 

40.S 

*3 

17.3 

117 

7.5 

12 

IS 

*3 

*3 

4.0 

-13 

1*7 . 

33.4 

*3 

13 

110 

114 

1.3 

-11 

*3 

M.7 

4.2 

-.5 

1*B . 

4G.S 

*5 

17.0 

10.2 

117 

-.4 

18 

27.3 

113 

-13 

i*a . 

57.3 

*0 

22.3 

11.3 

12 

17 

114 

it 

*3 

112 

-11 

IBM . 

43.2 

M.4 

113 

11.4 

7.3 

13 

14 

*0 

2.6 

-13 

1*1 . 

*.l 

*3 

115 

115 

11.1 

1.5 

7.0 

*7 

12.5 

-13 

1*2 . 

32.3 

41.3 

20.7 

114 

17 

17 

14 

44.0 

11.1 

-7.5 

1*3 . 

37.  S 

43.3 

213 

113 

15 

13 

11.4 

410 

112 

-7.3 

1*4 . 

74.4 

50.5 

213 

14.3 

10 

17 

13 

*1 

114 

-10 

IMS . 

M.4 

*3 

37.3 

20.3 

13 

11.3 

17.2 

*3 

*2 

-11.4 

IM . 

1M.2 

31.2 

*1 

212 

113 

15 

113 

77.1 

12.3 

-113 

1*7 . 

*7 

31.5 

37.3 

*7 

21.5 

12 

7.6 

710 

113 

-13 

IM . 

103.3 

31.7 

411 

*7 

17.3 

113 

17.4 

712 

*3 

-113 

13* . 

117.3 

n.3 

*3 

40.3 

21.2 

111 

116 

1*2 

*0 

21.1 

-115 

1370 . 

102.5 

*1 

414 

*3 

*3 

7.5 

16 

M.S 

*6 

113 

-13 

1371 . 

123.7 

37.1 

*3 

*5 

44.0 

4.6 

11.0 

1*3 

*2 

21.7 

-113 

SaasonaRy  adjastod  annual  rates 

1370:1 . 

1*1 

*3 

47.3 

*4 

24.3 

11.6 

11.3 

1*0 

80.1 

21.2 

-4.1 

II . 

112.3 

*2 

514 

413 

31.2 

113 

1*3 

*2 

*2 

-12 

Ill . 

32.7 

*3 

*0 

*3 

*3 

.0 

.2 

34.1 

*2 

-11 

-16 

IV.„ . 

*2 

*2 

40.0 

44.2 

416 

16 

-4.2 

*3 

34.3 

10 

-110 

1371:  1 . 

113.2 

32.1 

*1 

416 

41.3 

13 

116 

1*3 

*4 

216 

-113 

II . 

122.2 

*6 

SIS 

*5 

*3 

1.6 

7.1 

1113 

37.6 

*2 

-11.4 

Ill . 

135.2 

37.2 

*0 

57.4 

45.2 

112 

115 

1*5 

*2 

*3 

-*7 

IV . 

130.4 

72.4 

57.3 

413 

42.2 

.6 

15.2 

101.7 

37.7 

110 

-*6 

1372:  1 . 

137.2 

72.5 

64.7 

51.5 

*0 

115 

111 

1*1 

34.3 

313 

-11 

II . 

1*7 

77.7 

610 

57.6 

44.3 

117 

4.5 

1*3 

1*1 

*6 

-113 

X  III  * . 

144.3 

31.0 

63.3 

50.0 

40.3 

12 

112 

1*3 

1*3 

27.1 

-114 

i  Undistribotod  profits  (sftor  invontory  vshistion  adjustmoirt)  and  capital  comomption  ailoimncas. 

*  Stocks,  bonds,  and  morttsfcs. 

*  Bank  loans,  commarcM  paoor,  financa  company  loans,  bankers'  accaplancas,  and  Govornmant  loans. 

*  Plant  and  aquipmont,  rssidontial  stnicturas,  and  Invaiitory  invastmant. 

Soorco:  Board  of  Govornors  of  tka  Fsdoral  Rasorva  System. 
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i  iiiiiiiili  iisililill  ii 


Table  C-77. — Currtnt  asstU  and  liabUitUs  cf  U.S.  eorpcratioHS,  1939-72 
[Bidiom  of  doHanI 


Table  C-78. — SiaU  and  nrnmdpal  and  earparai*  saamtut  tfitrtd,  1934-72 
pWNIomafdallani 


Corponit  MCNritiM  tKtrmt  for  caih 


SMo  tod 
MonkfMl 
oicarnoi 
Yoarortiioftor  oBoiod 
for  cook 
(prioeipoi 

OMOMOtO)  I 


Typo  of  corporoto  oocority 


Indoitry  of  corporoto  iotoor 


Com-  I  Pro-  Bonds  Mono-  trie,  Trom-  Cooi- 

forrod  ond  foe-  (iS,  ports-  I  Munico- 

stoek  I  Mock  ootos  tiiriii|>  ond  tion>  tion 

wotor* 


M^ior  to  IMI,  oloo  inckidos  oxtrocttao,  radio  broodcaoUnc,  airtino  companios,  comMorcial,  and  miscoHooooos  coMpony 


!  ***  ‘"ckidos  toloobono.  strssi  railway,  ond  bnt  ooMpony  iMNot. 

•  Prior  to  lM,incindotra«rMd^nas  only. 

,JJ*?*;~Co*ora  sobstontially  all  now  itouot  of  Stats,  Monidpol,  and  corporoto  iscorltiot  ollorod  for  cask  solo  In  tbs  Unitod 
Stoloo  in  onyi^  ^  1100,000  and  with  tsrmt  to  matnilto  af  mors  tban  1  yoar;  snctadot  nolot  lowod  sacinolvoly  to 
rMMorcisI  banks,  intorcorporalo  transactions,  invosbnont  eorapany  istnos,  ana  itaoos  to  bo  sold  o»or  on  oxtondod  ported, 
sock  00  OMptoyoo-pnrehoso  piano. 

Sontest:  Soenritios  and  EackanfO  CoMMitsion,  "Tko  CoMMOrclal  and  Financial  Ckronida,”  and  *'Tha  Bond  Bnysr." 


Table  C-79. — Common  slock  prices,  comings,  and  yields,  and  stock  market  credit,  1949-72 


I  Monthly  doU  ort  avorofu  of  daily  nguras  and  annual  data  ara  avoratos  of  monthly  lifuraa. 

>  Anratato  cash  dividonds  (basod  on  latast  known  annual  rata)  dividod  by  aorotato  markot  vahia  baaad  on  Wodnas- 
dn  cMnf  prkas.  Monthly  data  ara  avoratos  of  wookly  liguros:  annual  data  aro  avoragos  of  monthly  liguros. 

*  Ratio  of  prico  indw  lor  last  day  of  quartar  to  aarninga  for  12  months  anding  with  that  quartar.  Annual  ratios  aro 
avoragos  of  quartarly  data. 

<  Margin  cradit  indudas  all  cradit  oxtandod  to  purchasa  ar  carry  stocks  or  ralato><  oquity  instnimants  and  sacurad  at 
laast  in  part  by  stock.  Crodit  oxtandod  by  brokors  is  ond-of-month  data  for  mombor  firms  of  tbo  Now  York  Stack  Ex* 
changa.  Juna  data  for  banks  aro  univorsa  totals;  all  othor  data  for  banks  roprasant  ostimatas  for  all  commorcial  banks, 
which  accountad  for  60  parcant  of  sacurity  cradit  outstanding  at  banks  on  Juno  30, 1971. 

'  In  addition  to  assigning  a  currant  loan  valuo  to  margin  stock  ganorally,  Ragulations  T  and  U  pormit  spadal  loan  valuos 
for  convartiMo  bonds  and  stock  acquirod  through  axorclsa  of  subscription  rights. 

•  Noninargin  stocks  aro  thoso  not  listod  on  a  national  socaritios  oxchango  and  not  indudod  in  tho  Board  of  Govornors 
of  tha  Fadoral  Rosorvo  Systom's  list  of  ovor-tho-countor  margin  stocks.  At  banks,  loans  to  purchaso  or  carry  nonmargin 
stocks  aro  unrogulatod;  at  brokon,  such  stocks  havo  no  loan  valuo. 

’  Indudas  loans  to  purchaso  or  carry  margin  stock  if  thoso  aro  unsacorod  or  socurod  ontiroly  by  unrastrktod  coHataral. 

Sourcas;  Board  of  Govornors  of  tha  Fadaral  Rasarva  Systom,  Now  York  Stock  Exekango,  and  Standard  R  Poor's  Cor* 
poratlon. 
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Tails  C-80. — Btaimss  JomatioK  mti  busimu  Jaibiru,  1929-72 


1  Buainaas  failuras  > 

• 

Index 
of  not 

Haw 

business 

inoorpo* 

raUens 

(num¬ 

ber) 

Number  of  Wluras 

Amount  of  currant 
liabilitiaa  (millions 
of  dollars) 

Vaarar  month 

business 

formalien 

OMF-lOO) 

MM 

failvrt 

ralti 

Liability  size 
dess 

LiabHNysiM 

class 

Total 

Under 

3100.000 

|!00,000 

and 

ovtr 

Total 

Hi 

$100,000 

and 

Qvar 

>  Commercial  and  industrial  failuras  only.  Exdudas  failuras  ol  banka  and  railroads  and,  baginnini  1933,  of  real  astata, 
insuranoa,  holdinf,  and  financial  eompanias,  staamship  linas,  traval  agancias,  ate. 

>  Failure  rata  par  10,000  listed  antarprisas. 

'Series  revised ;  not  strictly  oomparabla  with  earlier  data. 

<  Preliminary;  baaed  on  aaaaonally  adjusted  data  through  Novambor. 

Sowtas:  Oapartmant  ol  Commerce  (Bureau  of  Economic  Analyaia)  and  Dun  B  Bradstraet,  Inc. 
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Table  C-81. — Ineomt  farm  ptopU  and Janms,  1929-72 


Year  or 
guartar 

Peraonal  income 
received  by  total 
farm  population 

Income  racaivad  from  fwming 

Raalizad  groaa 

Produc¬ 
tion  ax- 
panaaa 

Nat  to  farm 
oparatora 

Nat  ineama  par 

farm,  including  1 

nat  invantory  { 

ebanga 

From 

farm 

murcM^I 

From 

non¬ 

farm 

aourcaai 

Total' 

Caah 

racaipta 

from 

market- 

inga 

Exdiid- 

ingnat 

invan- 

ebanga 

Includ¬ 
ing  nat 
invan- 
tory 

ebanga* 

Currant 

doliara 

1967 

doNan'  j 

Billions  of  dollars  | 

OoHan 

1929 . 

119 

11.3 

7.7 

13 

6.2 

ft45 

1  919 

1933 . 

7.1 

13 

14 

2.7 

16 

a7ft 

t  Its 

1939 . 

7.4 

4.8 

16 

116 

7.9 

13 

13 

14 

685 

1,951 

1940 . 

7.6 

4.8 

18 

11.1 

14 

19 

12 

15 

706 

1,856 

1941 . 

10.1 

6.8 

13 

119 

11.1 

7.8 

11 

15 

1,031 

1578 

1942 . 

14.1 

10.1 

19 

118 

116 

110 

18 

19 

1,588 

1452 

1943 . 

16.5 

12.1 

4.4 

23.4 

116 

11.6 

11.8 

11.7 

1,927 

1706 

1944 . 

16.6 

12.2 

4.4 

24.4 

20.5 

12.3 

12.1 

11.7 

1,950 

1611 

1945 . 

17.2 

12.8 

4.4 

25.8 

21.7 

111 

12.8 

113 

1063 

1619 

1946 . 

20.0 

15.5 

4.6 

29.5 

218 

115 

110 

15.1 

2  541 

4  037 

1947 . 

21.1 

15.8 

13 

34.1 

29.6 

17.0 

17.1 

15.4 

1615 

1534 

1941 . 

23.8 

110 

18 

34.7 

30.2 

118 

119 

17.7 

1044 

1903 

1949 . 

19.5 

113 

12 

31.6 

27.8 

110 

116 

118 

1233 

1977 

1950 . 

20.4 

14.1 

32.3 

215 

114 

12.9 

13.7 

1421 

1186 

1951 . 

22.7 

112 

1 

37.1 

32.9 

22.3 

118 

110 

1946 

1549 

1952 . 

22.1 

15.4 

K 1 

36.8 

32.5 

22.6 

111 

111 

1886 

1448 

1953 . 

19.8 

114 

n  1 

35.0 

31.0 

21.3 

117 

13.1 

1626 

1'26 

1954 . 

18.4 

12.5 

19 

33.6 

29.8 

21.6 

12.0 

115 

1606 

1*02 

1955 . 

17.6 

11.4 

12 

33.1 

29.5 

21.9 

11.2 

11.5 

1463 

1932 

1956 . 

17.8 

11.2 

16 

34.3 

30.4 

22.4 

11.9 

11.4 

1535 

1912 

1957 . 

17.7 

11.0 

16 

34.0 

29.7 

213 

10.7 

11.3 

1S90 

1943 

1958 . 

19.5 

12.8 

17 

37.9 

315 

212 

12.7 

13.5 

1188 

1583 

1959 . 

18.1 

11.0 

7.0 

37.5 

315 

211 

11.4 

11.5 

1795 

1140 

1960 . 

18.7 

11.5 

7.2 

311 

34.2 

26.4 

11.7 

111 

1049 

1388 

1961 . 

19.7 

12.2 

7.5 

39.8 

35.1 

27.1 

12.6 

13.0 

1399 

1777 

1962 . 

20.4 

113 

12 

41.3 

314 

216 

116 

112 

1S86 

1941 

1963 . 

20.8 

111 

15 

42.3 

37.4 

29.7 

116 

112 

1706 

4,030 

1964 . 

20.6 

11.3 

13 

42.8 

37.2 

29.5 

111 

113 

1564 

1832 

1965 . 

23.6 

115 

10.0 

419 

313 

30.9 

110 

110 

4,723 

1966 . 

24.9 

14.4 

115 

49.7 

413 

33.4 

16.3 

16.3 

1019 

1121 

1967 . 

24.0 

111 

119 

49.0 

42.7 

34.8 

112 

14.9 

4,730 

4,730 

1968 . 

25.1 

112 

11.9 

50.9 

44.1 

312 

117 

14.8 

4,854 

4,867 

1969 . 

27.6 

14.9 

117 

55.6 

411 

318 

118 

16.9 

1674 

1206 

1970 . 

28.2 

110 

112 

57.9 

50.5 

41.1 

118 

16.8 

1754 

1047 

1971 . 

29.5 

118 

119 

60.1 

53.1 

410 

111 

17.4 

1049 

1063 

1972  ». . 

33.2 

17.7 

115 

814 

515 

47.2 

112 

19.8 

7,000 

1645 

SaaaonaHv  adiualad  annaal  ralaa 

1970:  1 . 

514 

51.0 

40  4 

16  0 

16^  0 

6,  160 

1500 

II . 

58.0 

50.6 

409 

17  1 

17  1 

5  ftW 

1180 

Ill . 

57.7 

SO.  a 

41  .3 

16  4 

5  610 

4,920 

IV . 

57.6 

50.2 

416 

is  6 

is  t 

5  400 

<700 

1971:  1 . 

59.0 

51  ft 

7 

IS  6 

16  6 

5  140 

4,990 

II . 

59.  i 

52  1 

4.3  7 

15  4 

16  ft 

5  990 

4,980 

Ill . 

60.4 

53.4 

44  a 

16  1 

17  7 

6^  ISO 

ll30 

IV... . 

61.  i 

54.  ft 

44  ft 

16  ft 

16  7 

f  110 

1280 

1972:  1 . 

64.1 

56.5 

45.6 

16.  5 

ift.a 

6,820 

1580 

II . 

64.6 

56.9 

46.5 

16.  a 

16.9 

6^690 

13N 

Ill . 

66.  i 

56  1 

47.  a 

16  6 

1ft.  7 

790 

1420 

IV  * . 

^^8 

716 

615 

49.4 

21.2 

21.7 

1660 

6;  080 

>  Nit  Incom*  to  farm  oporators  includinf  not  invantory  chania,  lau  nat  incoma  of  nonrasidant  oparatora,  plus  warn  and 
salarias  and  ottiar  labor  ineoma  of  farm  rasidant  workara,  laaa  contributiona  of  farm  raaidant  oparatora  and  workara  to 
aocial  inwranca. 

*  Conaiata  of  ineoma  racaivad  bv  farm  raaidanta  from  nonfarm  aourcaa.  auch  aa  wagaa  and  aalariaa  from  nonfarm  am* 
ploymant,  nonfarm  buainaaa  and  profaaaional  ineoma,  ranta  from  nonfarm  raal  aatata,  dividanda,  intaraat,  royaltiaa, 
unamploymant  eompanaation.and  aocial  aacurity  paymanta. 

I  Caab  racaipta  from  markatinfa,  Govarnmant  paymanta,  and  nonmonay  income  furniahad  by  farma  (aacluding  nat 
Invantory  chanfo). 

<  Includaa  nat  value  of  phyaical  changa  in  invantory  of  eropa  and  livaatock  valued  at  avaraia  pricaa  for  the  year. 

*  Income  in  currant  dollara  divided  by  the  index  of  pricaa  paid  bvfarmarafor  family  living  itama  on  a  1967 baaa. 

Source;  Department  of  Agriculture. 
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Table  C-82. — Farm  produetion  indtxes,  1929-72 


(1967-1001 


Yaar 

Farm 

out¬ 

put) 

Crops 

Livastock  and  products 

Total  > 

Faad 

grains 

Hay 

and 

forage 

Food 

grains 

Vega- 

UMas 

Fruits 

and 

nuts 

Cot¬ 

ton 

To¬ 

bacco 

Oil 

crops 

Total* 

Maat 

ani¬ 

mals 

Dairy 

prod- 

ucb 

53 

62 

50 

69 

50 

65 

67 

200 

77 

8 

54 

■1 

76 

32 

1933... 

50 

56 

45 

60 

35 

65 

68 

175 

6 

57 

58 

ii 

32 

1939... 

56 

64 

52 

65 

47 

72 

85 

160 

17 

59 

59 

1 

35 

1940... 

60 

66 

53 

75 

52 

74 

83 

170 

74 

20 

60 

60 

36 

1941... 

62 

66 

70 

74 

88 

145 

^BTI 

22 

64 

63 

T 

.39 

1942... 

69 

76 

66 

87 

173 

71 

33 

71 

T 

45 

1943... 

68 

71 

60 

75 

155 

71 

35 

77 

■ll 

T 

52 

1944... 

■i 

75 

63 

87 

166 

i 

29 

73 

73 

■ 

51 

1945... 

K1 

73 

61 

79 

31 

73 

70 

54 

1946... 

66 

Hil 

94 

i 

30 

ZL 

68 

T 

50 

1947... 

KJ 

■a 

50 

Bi 

82 

90 

i 

32 

70 

67 

49 

19M... 

83 

73 

^BT 

87 

82 

39 

68 

66 

48 

1949... 

74 

79 

64 

84 

87 

2 

36 

72 

69 

i 

54 

1960... 

73 

76 

6V 

77 

64 

85 

*L 

135 

1 

41 

75 

74 

1 

56 

1961... 

75 

60 

80 

63 

80 

89 

205 

T 

38 

78 

79 

59 

1962... 

Z«J 

64 

78 

81 

81 

86 

205 

37 

78 

79 

1963... 

79 

Bl 

62 

80 

74 

84 

87 

222 

it 

37 

79 

78 

T 

1954... 

79 

Bd 

66 

80 

66 

83 

88 

185 

Z 

41 

82 

81 

1 

1965... 

62 

82 

69 

85 

62 

86 

88 

199 

f 

46 

84 

86j 

1956... 

62 

82 

69 

81 

65 

91 

92 

180 

n 

54 

84 

83 

i 

1967... 

90 

80 

75 

88 

61 

88 

84 

148 

53 

83 

80 

i 

1951... 

96 

89 

82 

88 

90 

90 

91 

154 

•. 

65 

85 

82 

1959... 

86 

89 

85 

84 

72 

89 

93 

196 

i 

58 

88 

88 

1960... 

90 

92 

88 

89 

86 

91 

87 

1  1 

I 

61 

87 

101 

1961... 

90 

91 

79 

89 

78 

96 

91 

■  1 

r 

71 

91 

89 

104 

1962... 

91 

92 

80 

92^ 

73 

94 

92 

200 

¥ 

72 

92 

90 

105 

1963... 

95 

95 

87 

92 

76 

94 

89 

207 

L 

75 

95 

95 

104 

1964... 

94 

93 

76 

93 

84 

90 

90 

206 

1 

75 

97 

96 

105 

87 

1965... 

97 

98 

89 

97 

87 

95 

90 

95 

92 

90 

1966... 

96 

95 

89 

96 

87 

I'rl 

:: 

96 

97 

96 

Bnl 

96 

1967... 

100 

100 

100 

100 

100 

1  VI 

n 

100 

100 

100 

Bnl 

100 

1961... 

102 

103 

95 

100 

105 

mM 

^BlTb 

1 

112 

100 

102 

B  ^ 

96 

1969... 

103 

104 

99 

100 

97 

113 

135 

91 

115 

101 

102 

99 

101 

1970... 

102 

100 

90 

90 

91 

101 

107 

137 

97 

117 

105 

108 

100 

106 

1971... 

111 

112 

118 

105 

106 

101 

116 

140 

87 

120 

106 

112 

101 

107 

1972 

112 

113 

112 

104 

101 

101 

104 

181 

89 

129 

109 

112 

103 

no 

>  Farm  outpvt  mautirM  tii*  annual  voluma  of  farm  production  availabla  for  avantual  human  usa  through  salaa  from 
farms  or  consumption  in  farm  housaholds.  Total  axdudas  production  of  saads  and  of  food  for  horsas  and  mulas.  Tha 
Dopartmant  of  A^icultura  also  astimatas  nat  farm  output,  which  axdudas  all  quantitias  usad  tor  toad. 

>  Indudas  production  of  saads  and  of  fA tor  horsas  and  mulas  and  cartain  itams  not  shown  saparataly. 

>  Indudas  cartain  itams  not  shown  saparataly. 

Sourea;  Dapartmant  of  Agricultura. 
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Table  C-83. — Fmm  popidation,  tmphtymnt^  ad  produetuity,  1929-72 


im. 


Farm  population 
(April  1)1 

Num- 

bar 

(tbou- 

tandt) 

1 

At  par- 
cant  Of 
total 
popu¬ 
lation* 

N,5N 

25.1 

32,303 

25.0 

N,0W 

23.5 

N,547 

23.1 

N,lll 

25,014 

Bni 

20,  IK 

24, 015 

17.0 

24,420 

25,403 

25,021 

24,303 

24,104 


23,040 
21,  ON 
21,7a 
10,074 
10,010 


10,070 
10,712 
17,056 
17, 120 
10,502 


15,035 
14,  N3 
14,313 
13.  N7 
12,054 


12,303 
11,505 
10,075 
10,454 
10,  N7 


0,712 

0,425 

0,5W 


Farm  amphrymant 
(tboutandt)' 

Total 

Family 

workart 

Hirad 

workart 

Par 

unit  of 
total 

input 

0,3M 

3,403 

53 

0,074 

2,oa 

54 

Q  1 

2,727 

50 

2,070 

01 

iMl 

2,052 

7,oa 

2,555 

0,010 

2.4M 

7,  ON 

2,231 

7,001 

2,110 

M 

1  fra 

2,  IK 

72 

1  Ha 

2,K7 

70 

1  i>-  V 

2,337 

75 

3  ^ 

2,252 

73 

7,507 

2,320 

73 

7,310 

2,2X 

7,M5 

2,ia 

0,775 

tOK 

0,570 

2,  Ml 

0,3a 

2,  OK 

5.9M 

1,052 

5.  ON 

i,oa 

5,521 

1,002 

5,3N 

1,052 

K 

5,172 

1,0M 

03 

5,020 

1,0M 

04 

4,073 

1,027 

K 

4,7» 

1,7M 

M 

4,5M 

1,004 

N 

4,120 

1,402 

N 

3,054 

1,3U 

07 

3,  ON 

1,253 

IN 

3,5N 

1,213 

101 

3,410 

1, 170 

101 

1, 175 

1,152  100 


Fana  oatBirt 


Parman-kaur 

Crop 

prodne- 

bon 

Total 

Cropt 

Uvo- 

tlock 

and 

productt 

PUf 

aero* 

lndox,10C7- 

IN 

17 

17 

X 

57 

« 

17 

25 

N 

20 

21 

27 

61 

21 

23 

27 

02 

24 

20 

03 

K 

X 

70 

K 

32 

04 

25 

27 

31 

00 

27 

Ki 

32 

20 

32 

20 

X 

32 

K 

X 

75 

33 

X 

X 

n 

■  Farm  oopalation  at  daOnad  by  Dapartmant  af  Africaltiira  and  Oapartmant  of  Commarca,  l.a.,  civRIaa  popalatiaa 
liviM  on  nrmt,  rofordlata  of  occiip«tian- 
•  Total  popuMion  of  Uattad  Statai  at  of  July  1  ladudint  Armad  Foicat  ovartaat. 

'  Induoat  portont  doiiii  farmuwrfc  on  aH  farmt.  Tkata  data,  pubUthad  by  tba  Oapartmant  of  Africultura,  Stabtiical 
RMortlni  Sarvica,  diffar  from  thota  on  airicultural  amploinnant  by  tba  Oapartmant  of  Labor  (taa  Tabla  C-24)  bwauta  af 
dilmrancat  in  tba  motbod  of  approach,  in  eoncaptt  of  amploymant,  and  in  tima  af  montb  far  \nhicb  tba  data  ara  eoHaetad. 
Saa  montMy  rapart  on  “Farm  Labor.*' 

•Computad  from  variaMa  umiibtt  far  individual  cropt  produead  aach  yaar. 

Saurcat :  Oapartmant  of  AcrkuNure  and  Oapartmant  af  Cammaita  (Bnroan  of  tba  Cantaa). 
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Table  C-84. — Indtxts  of  priett  rtctivod  and  priets  paid  fy  /armors,  and  parity  ratio,  1929-72 

IlMdn,  1M7>UI0| 


>  PtrctMifi  ritk)  of  indox  of  pricot  rtctivod  by  tarmori  to  indox  of  pricot  paid,  intorait,  Uxos,  and  wam  ratot  on 
1910-14  •100  baao. 

*  Tbo  adjuatod  parity  ratio  roflacta  Govornmont  paymonta  mada  diroetly  to  farmort. 

Sovrco:  Dopartmont  of  Apiculturo. 


iss  i3§«s  SXSCS  3S83B  SSQQB  SBXXe  XBfiB! 


Tabu  C-86. — Cemparativt  bdamt  shut  af  tiu  farming  sutor,  1929-73 
|nilioMO(da«ar«| 


OtiMr  physical  imts  Financial  assats 


Pro- 

'S;--  Total  X,  ^  Kiv 
dabt  "•« 

ODtri-  ^ 


•u  ' 


INTERNATIONAL  STATISTICS 
Table  C-87. — U^.  btdme*  ef  pajmtnu,  1946-72 
|MiHion>  of  doflaril 


Table  C-87. — U.S.  baltmct  of  pajm*nts,  1946-72 — Continued 


[MMioiN  o(  doHanl 


Yasror 

quartar 

Long-tarm 

capital 

flows, 

not 

Bat- 

•net 

on  cur- 
rtfrt 

at‘CQiir/ 

Non- 

liquid 

shoit- 

torm 

privata 

capital 

flows, 

not* 

Allo¬ 

ca¬ 

tions 

of 

spo- 

cM 

draw¬ 

ing 

rights 

Errors 

and 

omis¬ 

sions, 

not 

Nat 

liquid- 

a 

anca 

Liq¬ 

uid 

pri¬ 

vata 

capital 

flows, 

not* 

Official 

rasarvo 

trans¬ 

actions 

bsl- 

anca 

Cfca.'iiis 

I  Inlia- 
bUHias 
to 

foraign 

official 

agan- 

dos, 

nat^ 

ChaAifis 
in  U.l. 
official 

rosarva 

assab, 

not' 

U.S. 

official 

rasarvo 

assab, 

not 

(and  of 
parlod) 

U.S. 

Gov- 

om- 

fflontr 

Pri- 

vato* 

and 

long- 

torm 

capital 

1946 . 

—252 

-236 

-1*1 

158 

75 

-227 

-« 

183 

-SSi 

-M8 

-479 

-174 

-145 

-89 

j-l,4a 

>-1,200 

•  -657 

•  -961 
-1,642 

-154 

-104 

-M2 

230 

-650 

-582 

-2.396 

-611 

iss 

=623 

-3,315 

-1,786 

-266 

1,759 

-33 

-415 

1,256 

480 

182 

=8691 

-1,1*5 

2,292 

1,035 

2,145 

606 

1.533 

177 

171 

1,222 

569 

52 

-880 
-1. 187 

2,477 

2,348 

191 

20,706 

24,021 

25,759 

26,024 

24,265 
24,299 
24, 714 
23,459 
22,979 

22,797 

23,666 

24,932 

22,540 

21,504 

19,356 

19,753 

17,220 

16,943 

16,672 

15,450 
14,991 
14,830 
15, 710 

‘ir.'t! 

14.497 

i>12,l*7 

13,150 

1947 . 

96! 

l,lii 

1941 . 

1949 . 

717 

-124 

351 

497 

220 

60 

57i 

390 

1950 . 

1951 . 

1952. . 

1953 . 

1954 . 

1955 . 

1956 . 

1957 . 

1, 012 
361 

1969 . 

1959 . 

967 

717 

7!0 

260 

-1,098 
-1. 05? 
-1.206 

-1" 

-1,048 

-476 

-302 

-88* 

-2. 47b 

-1, 174 
-11. 03! 

-2.s;i 

1960  . 

1961  . 

1962  . 

1963  . 

1964  . 

1965  . 

1966  . 

1967  . 

1969  . 

1999 . 

1970  . 

1971  . 

1972  • . 

1970:  1 . 

II  . 

III  . 

IV  . 

1971:  1 . 

II  . 

III  . 

IV  . 

1972:  1 . 

II  . 

III  » . 

1 

-2,100 
-2,  ill 
-2,607 
-3.35? 
-4. 470 

-4  S77 
-2. 

-2,  ft 
1,109 
-50 

-1,199 

-4,079 

-6J? 

-1, 174 

4 

-1,003 

-1.291 

-4 

-1, 846 
-1.744 
-3,280 
-1. 445 
-3,011 

-3,050 
-9,304 
-10, 243 

1 

•  273 

•  903 

•214 

•  779 

1,162 

1, 199 
2,370 
1,265 

3,251 

9,824 

-5,999 

-7,763 

1,461 

-3,403 

-1,348 

-2.6^ 

-1.93! 

-1.  52-4 

-1.289 

219 

-3. 418 
1,641 
2,702 

-9,939 

-29,765 

-11.63? 

1,259 

742 

1,117 

1,557 

1,363 

67 

-787 
3,396 
-761 
-1.  515 

7,362 
27. 417 
11,441 

Saosonally  adjustod 

Unsd- 

justad 

-•M 

-563 

-3?4 

-670 

-702 

-585 

-5S9 

— Ssl 

-313 

-S5 

-291 

-922 

-236 

-191 

-022 

-1,605 

-1,993 

330 

-1,091 

750 

-144 

-1. 25! 

-MS 

-J17 

-956 

-l,27i 

-2,999 

-3,296 
-1, 732 

-3,602 
-1, 865 
—2, 2ii 

-217 

-56 

42 

-221 

—534 

-315 

-883 

-654 

-508 

592 

-542 

217 

217 

217 

216 

180 

179 

179 

179 

178 

179 

17? 

—Cl 

-410 

-677 

—37 

-945 

-2.586 
-5,380 
-2, 522 

903 

-1. 141 
-1,872 

-1,332 

-854 

—765 

-999 

-2. 577 
-5, 721 
-9.310 

-1  329 

-3. 132 
-2,235 
-*,453 

-1,461 
-1. 211 
-1. 104 
-2, 213 

-2,848 
-74S 
-2. 551 
-1,119 

-119 

1,396 

-171 

-2,793 

-2,065 

-1,999 

-3, 110 

-5. 425 
-6,466 
-11.93‘! 
-5,948 

-3.251 

-g« 

-4,6?! 

2,529 

1.260 

1.2i5 

2,296 

4,743 
5,907 
10, 737 
6,135 

2,922 

1,080 

4,679 

264 

805 

S84 

824 

682 

659 
1. 194 

-117 

429 

—231 

-M 

17, 350 
16,328 
15. 527 

14,497 

14,342 
13,504 
12, 131 
'•12,167 

12, 270 
>313,339 
13, 217 

>  Exdudts  military  irtirts. 

•  Adlustad  from  (^ws  data  for  dilftrancas  in  timinf  and  covaraia. 

•  Indudai  fans  and  royaltias  from  U.S.  diract  invastmanb  abroad  or  from  foraign  diraet  invastmants  In  tha  Unitad  Statas. 

r  Ewiudos  liabilitias  to  foraign  official  rasarvo  agancias. 

•  Privata  foraignars  axcluda  tha  tntarnational  Monatary  Fund  (IMF),  but  includa  othar  intarnational  and  rational  orga¬ 
nizations. 

•  Inciudas  liablitias  to  foraign  official  agancias  raportad  by  U.S.  Govarnmant  and  U.S.  banks  and  U.S.  liabilitias  to  tho 
IMF  arising  from  ravorsibla  gold  salas  to,  and  gold  doposib  with,  tha  Unitad  Sbtas. 

'  Official  rasarva  assab  includa  gold,  spacial  drawing  righb,  convartiMa  currancias,  and  tha  U.S.  gold  trancho  position 
in  tha  IMF. 

•  Not  avsilaMa  soparataly. 

•  Covaraga  of  liquid  banking  claims  for  1960-63  and  of  nonliquid  nonbanking  claims  for  1960-62  is  limitod  to  foraign 
currancy  daposib  only:  othar  liquid  itams  ara  not  availabla  soparataly  and  ara  includad  with  nonliquid  claims. 

>•  Inciudas  gain  of  |67  million  rosulting  from  ravaluation  of  tha  Gorman  mark  in  Octobar  1969. 

'I  Inciudas  }28  million  incroasa  in  dolTar  valua  of  foroign  curroncios  ravaluod  to  ralloct  markot  axchanga  ratos  as  of 
Dacombor  31, 1971. 

B  First  3  quartars  on  a  saasonally  adjustod  annual  ratos  basis  (oxeopt  rosorva  asaab  ara  and  of  Dacombor). 

■>  Inciudas  incroasa  of  $1,016  million  rosulting  from  changa  in  par  valua  of  Uia  U.S.  dollar  on  May  9,  1972. 

Sourcas:  Dapartmant  of  Commorco  (Buroau  of  Economic  Analysis)  and  Troasury  Oapartmant 
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Table  C-88> — UJ.  mmhandiu  *xporU  mi  imports  by  cmtmoiity  grtmp$,  1958-72 
(MHUwn  of  (Man! 


>  BMinnint  1S60,  (Ma  km  bm  atUiMtad  tar  comparability  wKk  tka  rtvM  camaiodita  ctattMeatlom  altaetiva  la  INS. 
'  Toma  oMiMta  Dopartmant  of  Dataaaa  akipmoata  of  (rant>aM  military  aappliaa  and  aqaipmant  aadar  tka  M  Uitary 
AnMMc#  Pfocmn. 

*  ToW  inctam  comaioditiaa  and  tranaactiana  aot  daaaiBad  aceordlnf  to  kind. 

^  Iv'lndM  fits  Md  oib. 

<  lacliidaa  mackiaary,  tranaportatkm  aqaipmant,  chamkala,  malala,  and  otkar  manatactaraa.  Export  data  tar  tkaaa  itama 
ia  clada  military  |tant>aid  akipmanta. 

•  Total  arrivala  of  imported  qooda  otkar  tkan  intranait  akipmanla. 

'  Exporta,  axdadiitg  militeiv  rant-aid,  iaaa  lanaral  importa;  qaarterty  date  aaaaonaHy  adiaated. 


Note.— Date  ara  aa  raporteo  by  tka  Baraaa  of  tka  Canaaa  aiMaatad  to  indada  aHvar  ora  and  baNion  raported  aaparateiy 
prior  In  IN9.  Export  ataliatica  cavor  aH  matckandiao  ahippad  from  tka  U.S.  caatema  araa,  aacapi  aappliaa  ter  U.S.  Armad 
Forcaa.  Export  valaaa  ara  f.a.a.  port  of  axpoit  and  indada  akipmanta  andar  Aaancy  for  intemaliond  Oavdopmant  and 
Food  tar  naea  prorama  ax  waN  aa  otkar  private  raUaf  akipmanta.  import  vaiaoa  am  dadnad  ganaraBy  aa  tka  marfcat 
valna  in  tka  terairi  caanity,  oadoding  tka  U.S.  import  daty  and  tranapartalion  caala  aaeh  aa  ocaan  rratgkt  and  marina 
inaaranca. 


Saaica:  Dapartmant  of  Commarca,  Baraaa  of  intemaUond  Commaita. 
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Table  C-89. — US.  mtnlum4is€  txpmU  md  imports  iy  aita,  1966-72 
IMiHloM  tf  (Mbn) 


Araa 

1M6 

19(7 

19S( 

19(9 

1970 

1971 

1972 

30,430 

31,(22 

34,(30 

3S,00( 

43,224 

44, 130 

49,(76 

Dovolopod  eountriaa . 

ZO, 120 

21,4(7 

23,(00 

20,479 

30,(77 

30,335 

34,211 

Davalopini  eountriaa . 

10,112 

9,9(0 

10,(21 

11,277 

12,993 

13,410 

14,5(5 

0,(79 

7,172 

(0,72 

9,137 

9,079 

10,3(5 

4,7(9 

4,71S 

5,  bo 

S,57S 

9,532 

(,4(4 

9,(91 

10, 1(7 

11,132 

12,392 

14,463 

14,179 

190 

195 

215 

249 

354 

3(4 

(19 

(,740 

7,150 

7,5(2 

(,2(1 

10,020 

9,(55 

11,276 

(05 

1,01S 

1,02( 

m 

1,1(9 

1, 1(9 

1,035 

Africa . 

1,3M 

1,1(2 

1,209 

1,392 

1,579 

1,694 

1,572 

Canaral  importa:  Fatal . 

25,(19 

2(,K9 

33,220 

3S,043 

39,952 

45,5(3 

55,555 

Oavniopad  eountriaa . 

17,(32 

IS,  993 

24, 130 

20,4(0 

29,250 

33,744 

40,(01 

Davalopiin  cauntriaa . 

7,795 

7,709 

(,IK 

9,373 

10,442 

11,549 

14,350 

Canada . 

(,152 

7,140 

9,005 

10,304 

11,092 

12,(91 

14,909 

Othar  Waatarn  Haouaphara . 

4,737 

4,S(2 

5,143 

5,1(3 

5,(36 

(,03S 

7,003 

Waatarn  Eurapa  < . 

7,(79 

(,052 

10,139 

10,139 

11, 1(0 

12,(59 

15,420 

Eaatarn  Europa . 

179 

177 

19S 

195 

226 

223 

321 

Aaia . 

5,277 

5,349 

0,911 

(,275 

9,(21 

11,779 

15,111 

Auatralia  and  Oeaania . 

m 

5(3 

(97 

(2( 

(71 

(95 

1,145 

Africa . 

992 

920 

1,122 

I,04( 

1,113 

1,23( 

1,505 

Unidantillad  cauntriaa>- . 

( 

S 

11 

12 

24 

41 

51 

>  InciudM  Finland,  Yu|Oilavia,  Graaca,  and  Turkay. 

>  Conaista  of  cartain  lo»-vaiuad  aMpmants  not  IdontiAad  by  country. 

Hoto.— Oovalopad  eountriaa  includa  Canada,  Waatarn  Earopa,  Japan,  Auatralia,  Naw  Zaaland,  and  tha  Rapubik  of 
South  Afrka.  Dovotoplng  eountriaa  induda  raat  of  tha  world  OKopt  Communiat  araaa  in  Eaatarn  Europa  and  Aaia  and 
unidantihad  cauntriaa. 

Saurea:  Oapartmant  of  Commarco,  Buraau  of  intarnational  Coamiarca. 
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Table  C-90. — US.  aotrs$a$  loans  and  grants,  fy  typs  and  arta,  fiscal  ysars,  1962-72 
IMUNom  of  doManl 


Typ*  of  profram  ond  lloeal 
ported 


Totol  ooooowte  tooHO  ond  groiito 
(oMIpMooo  ond  ten  ootlwrt- 


1M2-?1  ovoroio. 

Loaos . 

Oraota . 

1172 . 

Laaoa. . 

Graols . 


Eeonoaite  loaat  and  praata  fa 
~taaa  davalopad  coantrtea,  >y 

ptagraaia 

OMIaattena  aad  loan  avtltert- 
zanana: 

1962-71  avaraia . 

1972 . 


Itapa^HMate  and  intaraat: 


1962-71  avaraia. 
1972 . 


Apangf  far  Infamatlawal 
Davalapniaiit 

ObUfottena  and  loan  autkorl* 
zanana: 

1962-71  avaraia . 

1972 . 

Rapa^^nta  and  intaraat: 

iSnT  ' 


Eaport-lnipart  Bank  tent-tann 
teana 

Loan  antkarlzattena: 

1962-71  avaraia . 

1972 . .T. . 

Rapaymanta  and  Intaraat; 

1962-71  avaraia _ 

1972 . .T. . 

Food  far  Paaca 


962-71  avarma. 
1972 . 


ita  and  Intaraat; 

962-71  avaraia . 

1972 . .T. . 


Contribnttena  and  Snbacripttena 

to  Intamatlanal  Landini 

Orpnlzattona* 

“5Hi 


196^-71  avaraia. 
1972 . 


Paaea  Carpa  and  Othar* 
Obltonttona; 

T9^71  avaraia. 
1972 . .T.. 


Rapaymanta  and 
(962-71  avaraia 
1972.... 


TalM 

Near 

Eaat 

and 

Santb 

Aaia 

Latin 

Amartea 

^9 

Africa 

Entapa 

(Mbir 

mi 

iM- 

—  -« a 

rVptMl 

4,754 

1,370 

1,116 

1,029 

394 

299 

969 

2.  SIS 

1,039 

700 

297 

171 

262 

47 

2.239 

331 

419 

732 

213 

32 

911 

9^696 

1,016 

1. 121 

1,694 

396 

773 

694 

3,391 

333 

1,119 

266 

764 

91 

2,307 

66S 

KJ 

STS 

133 

9 

603 

4,477 

1,370 

1,116 

i 

394 

121 

923 

9.069 

1,016 

1,121 

1,422 

396 

S12 

617 

6S0 

310 

337 

7S 

61 

6 

1,379 

476 

463 

136 

99 

212 

7 

t222 

644 

S13 

S71 

199 

2 

293 

2,072 

4S1 

336 

676 

ITS 

10 

422 

237 

131 

33 

33 

21 

17 

2 

313 

171 

69 

30 

26 

19 

2 

442 

94 

194 

63 

31 

SO 

2 

1,441 

90 

S36 

242 

99 

902 

440 

96 

273 

29 

IS 

37 

9 

720 

142 

337 

92 

36 

1 

1,303 

620 

143 

297 

133 

■ 

49 

1,196 

4S7 

102 

461 

104 

42 

144 

n 

IS 

11 

9 

27 

Mi 

160 

17 

91 

21 

47 

301 

167 

114 

142 

104 

39 

209 

10 

11 

31 

22 

69 

220 

20 

41 

23 

19 

119 

26 

s 

16 

2 

0 

40 

4 

30 

2 

4 

I  Soma  data  art  ptaUmlnary. 

•  Canntrtea  kavn  baan  daaailiad  "laaa  davalopad"  on  tba  baaia  at  tba  atandard  Hat  of  laao  davatopad  eanntttoa  naad 
by  tba  Oavatopmant  Aaalatanea  Cammlttaa  of  tba  Orpnizatten  far  Ecanamic  Cooparatton  and  Davalapmant.  On  Ma 
baaia,  ‘laaa  davalopad "  canntrtea  Incinda  all  oonntrtea  racaivini  U.S.  teana  or  ranta  aacapt  tba  folowlni  wbteb  aaa 
eanaidarad  "davatopad":  Japan,  Aaatralla,  Now  Zaaland,  Hapnbllc  of  Santb  Afm,  Canada,  and  aH  of  Earopa  anoapt 
Malta,  Spain,  and  YniaMavte. 

•  Inctodaa  eai^  anbaviptiana  and  eantrtbotiana  to  tba  Intar-Amarican  Davalapmant  Banb  and  tba  Intomattonal 
Davatonmant  Aaaodatten. 

<  Dan  far  cartain  proirania  from  Dapartmant  of  Cammaica,  Boraan  of  Ecanamic  Analyato. 

Sonrca:  Apancy  tor  Intanwttenal  Oavatopmant  (aacapt  aa  naiad). 
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Tablk  C-91. — InUrnational  rtstrva,  1949,  1953,  and  1967-72 
IMiNioM  of  dotUn;  ond  of  poriodi 


Aras  and  country 

D 

All  eountriac . 

46,116 

37,353 

26,024 

1,752 

6,793 

92 

978 

580 

196 

537 

^In 

2,284 

1.197 

0) 

1,587 

8.765 

2,800 

1,535 

3.640 

>639 

Oovolopad  areas . 

Unitad  States . 

Othar  Wastarn  Eurepa . 

Balghim . 

Italy . 

Scandinavian  countrias 
(Danmark.  Finland,  Nor* 

Spain . 

Switiarland . 

Othar . 

Canada. . 

Japan . 

Australia,  Now  Zealand,  and 

Middle  East . 

Othar  Aaia . 

>  Not  ovoiloMo  soparaMy. 

>  Estimata. 

Nota.— lotamatioflal  rosarm  ia  cotnpriaod  of  monatary  authoritias*  holdinp  of  fold,  Spacial  Drawinf  Rights  and 
Rasarva  Positions  in  tho  Intarnational  Monatary  Fund,  and  convartibla  foraign  axcnan^.  Baginning  Dacamoar  1971 
■old  is  valuad  at  38  U.S.  dollars  par  ounca  and  foraign  aschanoa  baiancos  ara  axprassad  in  dollars  at  tna  crou  ratas  ra- 
nactina  paritiaa  and  contral  ratas  agraad  on  Dacambar  17,  1971  and  subsaquantly.  Data  covar  all  countrias  axcapt 
U.S.S.R.,  othar  Eastarn  Europaan  countrias.  Mainland  China,  and  Cuba  (aftar  I960). 

Baginning  1969,  whan  most  of  tha  major  currancias  of  tha  world  bacama  convartibla,  data  axcluda  known  holdings  of 
inconvartibia  currancias,  bslancas  undar  paymants  agraamants,  and  tha  bilataral  claims  arising  from  liquidation  of  tha 
Europaan  Paymants  Union. 

Sourca:  Intarnational  Monatary  Fund,  "Intarnational  Financial  Statistics." 
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Tails  0-92. — t/-S.  nmvt  atuti,  1946-72 
IMiMaat  (t  datanl 


1  From  I9S6  throuih  January  1972,  ineludas  aold  aold  to  tho  Unitad  States  by  tfco  Intomational  Mooatary  Fund  (IMF) 
with  thf  rifht  of  ropurchaso,  and  bHlnnlng  19SS  also  ineludas  oold  dopositad  oy  tho  IMF  to  mitiiato  tho  impact  on  tho 
U.S.  |old  such  of  purchases  by  foroifn  countries  for  fold  subscriptions  on  incrooNd  IMF  quotas. 

•  Includes  fold  in  Exchanfo  Stabilization  Fund. 

'  Includes  initial  allocation  on  Januanr  1,  1970  of  $967  million,  aocond  alloeation  on  January  1,  1971  of  $717  million, 
and  third  allloeation  on  January  1,  1972  of  $710  million  of  spadal  drawinq  rifhts  (SOU)  in  tho  Special  Orawlnf  Account 
in  tho  IMF,  plus  or  minus  transactions  in  SOR. 

<  Includes  holdinp  of  Treasury  and  Federal  Reaorvo  System. 

•  Ths  United  States  has  tho  rifht  to  purchase  foroifn  currondos  equivalent  to  its  reserve  positioo  in  tho  Fund  auto¬ 
matically  if  naodod.  Under  appropriate  conditions  tho  United  Statas  could  purchase  additional  amounts  equal  to  tho 
United  States  quota. 

•  Rassrvo  position  includos,  and  fold  stock  axcludas,  $259  million  qoM  subKription  to  tho  Fund  in  Juno  1965  for  a  U.S. 
quota  inersaso  which  became  offoctivo  on  February  23, 1986.  In  flquros  publishod  by  tho  Fund  from  Juno  1965  tbroufh 
January  1956,  this  nti  subscription  was  includad  in  tho  U.S.  fold  stock  and  aicludod  from  tho  rosorvo  position. 

>  Indudos  pin  or$67  million  rosultinq  from  revaluation  of  Gorman  mark  in  October  1969,  of  which  $13  miNion  roprosants 
pin  on  mark  holdii»  at  time  of  revaluation. 

•  Includos  $28  million  inersaso  in  dollar  value  of  foroifn  curroncias  ravaluod  to  reflect  market  oxchanp  rates  as  of 
Oocofflbor  31, 1971. 

•  Includos  $1,016  million  increase  in  total  rosorvo  assets  rosultinq  from  tho  chanp  in  par  value  of  tho  U.S.  dollar  on 
May  8, 1972,  consistinq  of  $828  million  total  laid  stock,  $822  million  Treasury  qolo  stock,  $155  million  special  drawinq 
riqms,  and  $33  million  rsaarvo  position  in  tho  IMF. 

Nets.— Gold  hold  under  earmark  at  Federal  Reserve  Banks  for  foroip  and  international  accounts  is  not  indudod  In 
tho  fold  stock  of  tho  United  States. 


Sources;  Treasury  Department  and  Board  of  Governors  of  tho  Federal  Rosorvo  System. 
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Table  C3-93. — Price  changes  in  irOernational  trade,  1964-72 


(1S63-100I 


M 

■ 

■ 

1972 

Araa  or  commodity  dass 

1964 

1965 

1967 

1970 

1971 

Third 

quartar 

Unit  viliM  indtMs  by  ana 


Davalopad  araas 

■ 

Total: 

Experts . 

102 

103 

105 

105 

104 

■1 

114 

119 

130 

Tams  of  trade  >. . 

100 

100 

100 

101 

101 

101 

102 

101 

102 

United  States: 

Exports . 

101 

104 

107 

110 

111 

115 

121 

125 

129 

Tams  of  trada  > . 

99 

101 

101 

102 

103 

103 

101 

99 

94 

Davaiopinf  araas 

Total: 

Exports . 

103 

102 

104 

103 

103 

106 

109 

114 

>117 

Terms  of  trade  > . 

101 

99 

101 

100 

101 

101 

100 

101 

>102 

Latin  America: 

Exports . 

107 

106 

108 

105 

106 

109 

115 

109 

•111 

Tams  of  trade  > . 

106 

103 

103 

100 

99 

100 

101 

90 

S90 

Southern  snd  Eastam  Asia:  s 

Exports . 

100 

101 

101 

99 

97 

103 

106 

106 

•109 

Tams  of  trada  > . 

99 

99 

100 

99 

100 

103 

104 

104 

•  103 

World  export  price  indams 

Primary  commodities;  Totai _ 

103 

103 

104 

101 

100 

104 

107 

117 

133 

Foodstuffs . 

105 

103 

105 

104 

102 

106 

111 

119 

135 

Colfaa,  tea,  and  cocoa. . 

121 

lUj 

113 

111 

111 

120 

139 

121 

143 

Cereals . 

103 

99 

104 

106 

102 

99 

105 

114 

Other  africultural 

H 

commoditias  < . 

102 

103 

104 

96 

■ 

100 

107 

124 

Fats,  oils,  and  oilsaads. 

104 

114 

111 

102 

109 

119 

113 

Textile  Abars . 

102 

Ha 

92 

19 

Httl 

94 

95 

105 

Wool . 

103 

90 

77 

64 

56 

95 

Rubber . . 

95 

97 

91 

75 

74 

79 

64 

•61 

Minerals . 

102 

104 

104 

103 

102 

104 

109 

127 

141 

Metal  ores . 

109 

114 

105 

109 

109 

114 

122 

126 

137 

Manufactured  foods:  Total 

101 

103 

106 

107 

107 

110 

117 

124 

135 

Nonfarrous  bam  metals  •... 

119 

135 

156 

142 

ISO 

169 

175 

154 

152 

>  Tams  of  trada  indaMs  ara  unit  valua  indams  of  axports  dividad  by  unit  valua  indaxas  of  imports. 

•  Data  ara  for  aacond  quartar  1972. 

•  Exdudas  Japan. 

•  Indudos  nonfood  llsb  and  forast  products. 

•  Data  ara  for  lirst  3  quartars  of  1972. 

•  Data  for  manufacturad  foods  ara  unit  valua  indams. 

Nota.— Data  axduda  trada  of  Communist  araas  in  Eastam  Europa  (axcapt  Yufoslavia)  and  Asia. 

Saarcas:  UnMad  Nations  and  Oopartmant  of  Commarca  (Buraau  of  Intamational  Commarca  and  Buraau  of  Rasourcas 
and  Trada  Aaaistanca). 
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